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CHAPTER  XI. 

ON   RENT  (eonlinued). 
Trdb  Dbfisttion  of  Rent — iNOONsrsTEKcrBS  of  Sutb — Pke- 

RONBT    ThOMFSOM     AKD     MaLTHUS — De    FoNTENAY — COBH 

Rents — Metayee    Eehts — Rest    op   Mines — Rest  of 

Shops. 
1.  Several  vriterB  have  seen  the  nnphiloeophical  character 
of  the  system  of  SmJth,  Ricardo,  and  Mill.  Thns  Wakefield  saje' 
— "  Those  parte  of  the  present  very  long  chapter,  which  really 
belong  to  the  snbject  of  rent,  are  generally  considered  to  form  the 
moBt  defective  and  erroneoos  portion  of  the  text.  Thongh  this 
treatiae  abounds  in  interesting  details,  in  admirable  illostrationa 
and  in  incidental  reflections  of  the  greatest  value,  which  lost 
perhaps  contain  the  germs  of  the  whole  tmth,  still,  it  leaves  no 
distinct  impression  as  to  the  nature  and  cansea  of  rent."  What 
the  editor  of  Bentham's  Rationah  of  Reward  has  said  of  Adam 
Smith's  entire  work,  seems  to  be  especially  applicable  to  this 
chapter.  The  author  has  not  "  aimplified  his  subject  by  referring 
everything  to  one  principle ;  a  principle  which  ahonld  bring  all 
hie  reasonings  into  a  very  small  circle,  and  serve  to  nnite  Into  one 
bundle  those  observations  which  cannot  be  so  easily  grasped  when 
they  are  disunited.  Had  he  clearly  recognized  snch  a  principle, 
he  would  have  made  it  the  centre  of  his  system  :  it  would  have 
been  the  fonndation  npon  which  he  would  have  erected  his  whole 
superstructure,  and  he  would  have  been  spared  a  multitude  of 
repetitions  and  windings."  Hia  own  conceptions  are  seldom  pre- 
^MU  to  WeaiA  of  A'ationi,  B.  I.,  cS,  U. 


tzsd  by  Google 


2  PRINCIPLES    OF   ECONOMICS.  Cn*p.  XI. 

eiae :  sometimeB,  they  are  not  only  vagae  but  contradictory.  At 
one  time  he  seems  to  fancy  that  rent  esietB  because.  "  as  soon  as 
the  land  of  any  country  has  become  private  property,  the  landlords, 
like  all  other  men,  love  to  reap  where  they  never  sowed,  and  de- 
mand a  rent  even  for  its  natural  produce ;"  because,  in  short,  the 
owners  of  land  choose  tbat  rent  shall  be  paid  :  at  another  time  he 
declares  that  rent  is  the  highest  payment  for  the  use  of  land, 
which  the  tenant  can  afford  to  make  under  actual  circumstances, 
and,  consequently,  that  the  amount  of  rent  is  not  at  all  determined 
by  the  landlord's  pleasure.  Here  he  supposes  that  prices  rise 
because  rent  increases ;  there,  liiat  rent  increases  because  prices 
rise.  The  distinctions,  too,  which  he  draws  between  different  sorts 
of  produce,  as  affording,  and  not  affording  rent,  and  between  dif- 
ferent circumstances  under  which  the  same  sort  of  produce  will, 
and  will  not,  afford  rent,  though  in  a  great  measure  perhaps  agree- 
able to  truth,  still,  being  made  without  reference  to  any  guiding 
principle,  have  the  air  of  being  drawn  rather  with  the  view  to  a 
display  of  ingenuity  than  of  truths  founded  on  fact  and  reason. 
The  richest  materials  are  all  but  wasted  for  want  of  a  leading 
principle  whereby  to  arrange  and  connect  them."  It  has  already 
been  abundantly  shewn  that  these  remarks  are  perfectly  true,  and 
the  precise  pnrpose  of  the  present  work  is  to  establish  a  system 
founded  upon  unity  of  principle,  and  to  shew  that  all  Economic 
phenomena  are  reducible  to  a  single  great  general  law,  precisely 
like  the  phenomena  in  any  other  great  Inductive  Science. 

2.  The  subject  has  been  thrown  into  great  confusion  by  an 
erroneous  definition  of  Rent.  "  Rent,"  says  Ricardo,  "  is  that 
portion  of  the  produce  of  the  earth  which  is  paid  to  the  landlord 
for  the  use  of  the  original  and  indcstractible  powers  of  the  soil." 
We  have  already  shewn  that  this  definition  is  absnrd,  because  the 
earth  has  no  indestruetlble  powers  except  extent.  From  Uie  abeurd 
theory  that  rent  can  only  arise  from  differences  of  soU,  it  is  some- 
times defined  as  "  the  difference  between  the  unequal  returns  to 
different  parts  of  the  capital  employed  on  the  soil."^ 

Rent,  however,  is  nothing  but  redUm,  or  rendilus,  income,  re- 
turn, or  revenue.  It  is  merely  a  name  which  is  usually  applied  to 
the  return  or  income  afforded  by  some  kinds  oi  fixed  capital,  snob 
as  lands,  houses,  water-courses,  copyrights,  patents,  dies  for  coining, 

I  ma,  Priadplct  of  rolltical  Seonomg,  B.  III.,  cA.  5,  %  2. 
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telegraph  wires,  &c.  Iq  former  times  the  sum  paid  for  the  use  of 
money  bj  the  Government,  or  the  fonds,  was  called  Rent.  Thus 
when  Charles  II.  seized  upon  the  bankers'  money  in  the  Exchequer, 
he  proimsed  them  a  yearly  Rent  of  6  per  ccnL  This  name,  though 
discontinued  with  respect  to  the  Knglish  funds,  is  still  applied  to 
the  French  fondfl,  which  are  called  Rentes,  and  a  French  fund- 
bolder  is  called  a  Rentier. 

The  Tord  Kent,  howcrer,  is  not  applied  to  all  kinds  of  fiied 
Capital,  bat  more  usually  only  to  that  of  an  immovable  nature, 
such  as  lands,  houses,  water-courses,  telegraph  wires,  i&c.  When 
the  capital  is  movable  though  fixed,  the  word  Hire  is  usually 
employed.  Thus  we  say  to  "  hire  "  a  h(»fle,  a  carriage,  or  plate,  or 
fbrnitare,  though,  as  the  horse,  the  earri^e,  the  plate,  or  the 
fiimiture  remains  the  property  of  the  letter,  it  is  fixed  capital  to 
him. 

Thus  it  is  seen  that  Ricardo's  objection,  that  Rent  only  applies  to 
the  sum  paid  for  the  use  of  the  original  and  inde^truutible  powen 
of  the  earth,  entirely  fails :  and  the  definition  of  it  as  the  "  portion 
of  the  produce  of  the  ewth  "  is  equally  arbitrary  and  erroneons. 
When  we  pay  rent  for  a  house,  or  a  water-course,  or  a  copyright, 
or  patent,  or  a  telegraph  wire,  how  is  that  Rent  a  "  portion  of  the 
produce  of  the  earth  "  ? 

3.  We  have  already  shewn  that  Smith  is  quite  contradictory 
to  himself  on  the  subject  of  Rent :  in  one  part  he  says  that  Rent 
is  a  cause  of  price ;  and  in  another  part  that  price  is  the  cause  of 
Rent. 

He  is  also  usually  considered  to  have  demonstrated  that  Labour 
is  the  cause  of  all  value.  But  his  chapter  on  Rent  contains  many 
striking  contradictions  to  that  doctrine.  Thus  he  says  a  landlord 
"  sometimes  demands  rent  for  what  is  ^together  incapable  of  human 
improvement.  Kelp  is  a  species  of  lea-weed  which  when  burnt 
yields  an  alkaline  salt  nsefdl  for  making  glass,  soap,  and  for  several 
other  purposes.  It  grows  in  several  parts  of  Great  Britain,  par- 
ticularly in  Scotland,  upon  such  rocks  only  as  lie  within  the  high 
water  mark,  which  are  twice  every  day  covered  bj  the  sea,  and  of 
which  the  produce,  th(a^3fore,  was  never  angmented  by  human 
industry.  The  landlord,  however,  whose  estate  is  bounded  by  a 
kelp  shore  of  this  kind  demands  a  Rent  for  it  as  much  as  for  his 
com  fields." 

B  2 
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Now,  if  the  landlord  ia  enabled  to  demand  a  Eent  for  snch  a 
kelp  shore,  it  is  quite  clear  that  the  kelp  nrnst  have  a  value  beyond 
that  of  the  labonr  employed  in  obtaining  it,  and  in  preparing  it  for 
the  market.  For  if  all  the  money  realized  by  the  sale  of  it  were 
required  to  defray  the  labonr  employed,  how  conld  there  be  any 
snrplos  for  rent  ?  And  whence  did  this  value  come  ?  M»«t  clearly 
from  the  Inlemity  of  t/i£  Demand  and  the  Limitation  of  the  Supply. 
It  ia  quite  clear  that  the  landlord's  rent  could  only  come  from  the 
excess  of  tJie  valne  of  the  prodnct  above  the  coat  of  production,  or 
the  labour  of  bringing  to  market. 

4.  Smith  hae  given  various  other  instances  of  a  similar  princi- 
ple— "  A  good  stone  quarry  in  the  neighbourhood  of  London  would 
afford  a  considerable  rent " — "  The  paving  of  the  streets  of  London 
has  enabled  the  owners  of  some  barren  rocks  on  the  coast  of  Scot- 
land to  draw  a  rent  &om  what  never  afforded  any  before.  The 
woods  of  Norway  and  of  the  coaate  of  t^e  Baltic  find  a  market  in 
many  parte  of  Great  Britain,  which  they  could  not  find  at  home, 
and  thereby  afford  some  rent  to  their  proprietors." 

Now  these  instances,  which  might  be  greatly  multiplied,  in 
which  the  value  of  the  whole  product  is  clearly  and  manifestly 
separable  into  the  cost  of  the  labour  of  production,  and  the  value 
of  the  natural  object  itself  show  the  profound  folly  of  McCulloch's 
doctrine — "  In  ita  natoral  state  matter  is  very  rarely  posseseed  of 
any  immediate  or  direct  utility,  and  is  always  destitute  of  value" 
— "  Nature  is  not  niggard  or  parsimonious.  Her  rude  products, 
powers,  and  capacities  are  all  afforded  gratnitonsly  to  man.  She 
neither  demands  nor  receives  an  equivalent  for  her  favours.  An 
object  which  may  be  appropriated  or  adapted  to  our  use  vrithout 
any  voluntary  labour  on  our  part,  may  be  of  the  very  highest 
utility,  but  as  it  is  the  free  gift  of  nature  it  is  quite  impossible  it 
can  have  the  smallest  value." 

5.  The  products  we  have  been  considering  existed  anterior  to 
any  labour  being  bestowed  on  them ;  they  were  the  pure  result  of 
the  operation  of  nature,  and  we  have  seen  that  they  have  a  value 
anterior  to,  and  independent  of,  any  labonr  being  bestowed  upon 
them.  But  the  same  principle  is  manifestly  true  when  human 
labour  precedes  the  operations  of  nature.  Thus  when  the  hnsband- 
mau  has  prepared  and  laboured  the  ground,  and  has  placed  the 
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aeed  in  it,  his  labour  ends  there.  But  when  the  harreat  is  reaped 
the  yalne  of  the  crop  mnst  fer  exceed  the  cost  of  the  labonr  of 
sowing  the  com ;  and  it  is  manifest  that  it  is  oat  of  this  excess 
of  value  that  all  profits  and  rent  miist  come.  Smith  therefore 
justly  says' — "  In  agriculture,  too,  nature  lubom^  along  with  man ; 
and  though  its  labour  costs  no  expense,  its  produce  has  its  Talne, 
as  well  as  that  of  the  most  expensive  workman." — "  The  labourer 
•  and  the  labouring  cattle  therefore  employed  in  agriculture  not  only 
occasion,  like  the  workmen  in  manu&ctnres,  the  reproduction  of  a 
ralue  equal  to  their  own  consumption  or  the  capital  which  employs 
them,  togeUier  with  its  owner's  profits,  but  of  a  much  greater 
value.  Over  and  above  the  capital  of  the  former  and  all  its  profits, 
they  regularly  occasion  the  reproduction  of  the  rent  of  the  land- 
lord. This  rent  may  be  considered  as  the  produce  of  those  powers 
of  nature,  the  use  of  which  the  landlord  lends  to  the  fanner.  It 
is  greater  or  smaller  according  to  the  supposed  extent  of  these 
powers,  or,  in  other  words,  accordii:^  to  the  supposed  natural  or 
improved  fertility  of  the  land.  'It  is  the  work  of  nature  which 
remains  after  deducting  or  compensating  everything  which  can  be 
regarded  as  the  work  of  man." 

6.  This  doctrine  of  Smith  is  manifestly  true  and  consonant  to 
&ct,  and  yet  he  has  been  completely  misrepresented  by  Say' — 
"  We  shall  see  afterwards  that  this  production  which  is  caused  by 
nature  adds  to  the  revenue  of  men  not  only  a  value  iu  nse,  the 
only  one  which  Smith  and  Ricardo  attribute  to  it,  but  also  a  value 
in  exchange," — "  When  one  cuts  down  a  tree,  the  apoutaueous 
product  of  nature,  is  not  society  put  in  possession  of  a  product 
superior  in  value  to  that  which  the  labour  of  the  woodcutter  can 
procure  for  it  ? 

"  I  think  therefore  that  Smith  has  not  on  this  occasion  given  a 
complete  idea  of  the  phenomena  of  production ;  which  has  led  him 
to  this  &lse  consequence,  namely,  the  idea  thut  the  value  of  all 
products  represents  recent  or  former  laltour  of  men ;  or,  in  other 
words,  that  wealth  is  nothing  but  accumulated  labour ;  from  which 
comes  a  second  consequence  which  appears  to  me  equally  donbtftil, 
that  labonr  is  the  sole  measure  of  wealth,  or  of  the  valne  of 
products" 

We  hare  shewn  most  clearly  that  Smith  docs  not  commit  the 
'   tVtaUJi  tf  .Va(»UM,  B.  S,  fS.  9.  '  Traiti,  B.  /.,  A.  4. 
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abeunltty  imputed  to  him  l^  Say ;  bnt  Ricardo  adopts  tbis  opiniou, 
and  Bays* — "  Bat  these  natural  agents,  though  they  add  greatly  to 
valae  id  ose,  never  add  exchangeable  valae,  of  which  Say  is 
speaking,  to  a  commodity  .  .  .  they  are  serviceable  to  ns  by 
increasing  the  abmidance  of  productions,  by  making  men  richer, 
by  adding  to  yalne  in  ose ;  bnt  as  they  perform  their  work 
gratuitonsly,  as  nothing  is  paid  for  the  nse  of  air,  of  heat,  of 
water,  tJie  asustance  ^idi  they  afford  ua  adds  nothing  to  ralne 
in  exchange." 

The  reader  has  only  to  reflect  npon  the  abenrdity  of  the  asser- 
tion in  Uiis  last  paragraph.  It  requires  no  refutation.  It  is 
perfectly  manifest  that  unless  the  vaine  of  the  product  exceeded 
its  cost  of  prodnctton,  there  conld  be  no  such  tUug  at  all  as  profit 
or  rent, 

7.  Smith  has  seen  this  very  clearly  in  other  passages.  He 
says' — "  It  smnetimcB  happens,  indeed,  that  the  quantity  of  land 
which  can  be  fitted  for  some  particular  produce  is  too  small  to 
aupply  the  effectual  demand.  The  whole  produce  can  be  disposed 
of  to  those  who  are  willing  to  give  somewhat  more  than  what  is 
sufficient  to  pay  the  whole  rent,  wages,  and  profit  necessary  for 
raising  and  bringing  it  to  market,  according  to  their  natural  rates 
at  which  they  are  paid  in  the  greater  part  of  other  cultivated  land. 
The  surplus  part  of  the  price  which  remains  after  de&aying  the 
whole  expense  of  improvement  and  cultivation  may  commonly  in 
this  case,  and  in  this  case  only,  bear  no  regular  proportion  to  the 
like  surplus  in  com  or  pasture,  but  may  exceed  it  in  almost  any 
degree ;  and  the  greater  part  of  this  excess  naturally  goes  to  the 
rent  of  the  landlord. 

"  The  vine  is  more  affected  by  the  difference  of  soils  than  any 
other  fruit  tree.  From  some  it  derives  a  flavour  which  no  culture 
or  management  can  equal,  it  is  supposed,  in  any  other.  This 
flavour,  real  or  imaginary,  is  sometimes  peculiar  to  the  produce  of 
a  few  vineyards  j  sometimes  it  extends  through  (he  greater  part  of 
a  small  district,  and  scaaetimes  through  a  considerable  part  of  a 
large  province.  The  whole  quantity  of  such  wines  that  is  brought 
to  market  fills  short  of  the  effectnal  demand,  or  the  demand  of 
those  who  would  be  willing  to  pay  the  whole  rent,  profit,  and  wage* 

1  PniKiptu  Iff  Political  Economy,  A.  20. 
1  WKdlh  of  Xatioiu,  B.  I.,  ck.  11. 
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necessary  for  prepariug  and  briiigiug  them  thitlier  aocordiiig  lu  ttiv 
unlinary  rate,  or  according  to  the  rat«  at  wliJcb  they  are  juid  in 
common  Tineyardfi.  The  whole  ({uaiitity,  therefore,  can  be  dis- 
posed of  to  those  who  are  willing  to  jMiy  more,  which  nweeBurily 
raises  the  price  above  tliut  of  common  wine.  The  dil]l'rt.'nix'  iti 
greater  or  less,  according  as  the  fashioiul)leiie8a  and  scarcity  of  tlic 
wine  render  the  competition  of  the  buyers  more  or  less  eager. 
^Vhaterer  it  may  be,  the  greater  port  of  it  goes  tu  the  rtut  of  the 
hindlord.  For  though  meh  vineyard*  are  in  yeneral  nwrt  currfullij 
euilivaUd  than  most  olhern,  the  hvjh  yrice  of  the  ici/iea  seeiru  lo  Of 
not  so  much  the  effect  as  l/ie  caaae  of  this  careful  cuHivalion. " 

Now  here  we  have  the  doctrine  that  it  is  value  which  is  tJic 
iuducemeut  to  labour,  must  clettrly  and  nnecini vocally  admitted. 
This  is  manifeatly  contradictory  to  tlie  doctrine  so  generally  at- 
tributed to  him,  that  it  is  labour  which  is  the  canse  of  value. 
Both  these  contradictory  doctrines  cuunut  be  admitted  into  the 
same  science.  There  can  be  only  one  dominating  principle  ad- 
mitted aa  the  basis  of  the  science,  and,  if  true  at  all,  it  must  In; 
universally  true.  It  is  quite  impossible  that  it  should  be  true  in 
some  coses,  and  its  opposite  true  in  other  cases. 

8.  We  must  now  request  our  readers'  attention  to  a  subject  of 
the  most  importance,  which  is  indeed  at  the  basis  of  the  whole 
science.  It  ia  very  commonly  suppceod  that  Smith's  doctrine  is 
that  labour  is  the  principle  of  all  wealth,  and  the  cause  of  all  Value : 
in  fiict,  that  wealth  is  nothing  but  accumulated  lalwur — a  doctrine 
attributed  to  him  by  Say  and  Kicardo.  The  preceding  extracts 
shew  that  such  an  idea  is  entirely  erroneous.  It  is  of  the  greatest 
consequence  to  understand  what  his  doctrine  really  is,  but  to 
explain  it  clearly,  it  is  necessary  to  state  the  history  of  ideas  on 
the  point. 

The  Physiocrates  maintained  that  the  earth  is  the  sole  source 
of  all  wealth,  and  that  the  labour  employed  in  obtaining  the  rude 
produce  of  the  earth  is  the  only  species  which  ia  productive,  by 
which  they  meant  that  it  adds  to  the  wealth  of  the  nation. 
They  held  that  all  other  labour,  such  as  that  employed  in  manu- 
factures and  commerce,  is  sterile  and  nnproductive,  and  adds 
nothing  to  the  wealth  of  a  country.  They  admitted  that  the 
labour  adds  to  the  value  of  a  (larticular  product,  but  they  saiid 
that  the  maintenance  of  tlie  labourers  during  the  [tcriod  of  manu- 
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foctare  costs  an  equal  BUn,  and  therefore  that  there  is  an  eqnal 
valne  destroyed  to  nhat  is  produced,  and  conseqnently,  npon  the 
whole,  there  is  no  addition  to  yalue  in  general.  They  stud  that 
all  commerce  is  merely  die  exchange  of  eqnal  Talnee,  and  therefore 
it  cannot  add  to  valne  in  general.  In  fact,  they  miuntained  that 
agricnltnral  laboor  is  the  only  species  in  which  the  valne  of  the 
prodnct  exceeds  the  cost,  and  therefore  augments  value  in  general. 
If  this  doctrine  were  true,  no  doubt  the  PhysiocnUe  doctrine 
would  he  true.  But  it  is  entirely  erroneous.  It  is  a  mere  art^- 
trary  assertion,  which  the  shghtest  appeal  to  &cte  shews  to  be 
abenid.  It  is  a  matter  of  the  most  common  notoriety  that  maun- 
focturers  make  enormous  fortunes,  and  that  multitudes  of  cities 
have  hecome  immensely  wealthy  by  commerce.  And  this  comes  . 
from  the  &ct  that  in  mann&ctures  Uie  value  of  the  product  exceeds 
the  value  of  the  cost ;  and  out  of  this  excess  comes  all  profit, 
precisely  in  the  same  manner  as  it  does  in  agncultnral  industry. 

9.  These  extraordinary  doctrines  of  the  Pbysiocratcs,  so  con- 
trary to  the  plainest  facts,  provoked  a  reaction,  and  the  main  object 
of  Smith's  work  was  to  refute  them,  and  to  demonstrate  that 
Labour  and  Commerce  arc  productive,  as  well  as  agriculture.  And, 
as  usually  happens  in  scientific  reaction,  error  proceeds  from  one 
extreme  to  the  other. 

In  order  to  mark  the  opposition  of  bis  sysEem  to  that  of  the 
Physiocrates,  Smith  begins  his  work — "  The  annual  labour  of  eveiy 
nation  is  the  fund  which  originally  supplies  it  with  all  the  neces- 
saries and  conveniences  of  life,  which  it  annually  consumes,  and 
which  consists  always  either  in  the  immediate  produce  of  that 
labour,  or  in  what  is  purchased  with  that  produce  from  other 
nations."  And,  though  he  gives  no  actual  definition  of  wealth,  he 
constantly  speaks  of  the  "  annual  produce  of  land  and  labour  "  as 
the  real  wealth  of  a  country.  We  have  already  shewn  bow  incon- 
sistent his  subsequent  doctrines  arc  witti  such  a  definition. 

Now,  even  if  it  were  true  that  Lal>our  is  the  sole  source  of 
wealth — which  it  is  quite  easy  to  shew  is  erroneous — and  that  all 
wealth  is  obtained  by  labour,  it  does  not  follow  from  that  doctrine 
that  all  Value  is  the  sole  result  of  labour :  and  this  appears  most 
clearly  from  Smith  himself. 

It  might  perhaps  he  said  that  the  wealth  of  the  agriculturist  is 
derived  from  his  labour.  Uuless  he  i)re[>are8  and  labours  the 
ground  and  sows  the  crop,  ho  can  have  no  harvest,  and  no  wealth. 
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So  with  the  owner  of  the  qmtnj  or  the  kelp-Bhore,  tmlese  latxior 
is  bestowed  in  obtaining  and  preparing  the  produce  of  nature, 
Uiere  will  be  no  wealth,  and  therefore  labour  might  perhape  be 
called  the  Bonrce  from  which  their  wealth  flowed.  Bat  is  aU  the 
Valub  of  the  product  due  to  Laboar  ?  That  is,  have  they  no 
Talne  beyond  the  labour  bestowed  upon  them  ?  We  have  seen  most 
clearly  tliat  Smith  expressly  admits  that  these  products  have  a 
Talue  in  excess  of  the  cost  of  producing  tbem.  Hence,  in  these, 
and  in  numerous  other  cases,  there  is  a  ?ery  considerable  part  of 
the  T^ue  of  the  product  which  can  by  no  possibility  be  said  to  be 
due  to  labour.  And  whence  does  this  value  arise  7  Simply  Irom 
the  Intensity  of  the  Demand  and  the  Limitation  of  the  Supply. 
Now,  if  (here  were  no  Demand  for  the  product  it  would  not  be 
wealth,  however  much  labour  had  been  bestowed  i^n  it.  Bat 
where  there  is  a  demand  it  is  wealth.  Hence  it  is  clear  that 
Demand  is  the  sole  essence  of  all  valoe,  and  that  Labour  is  only 
the  accident.  It  is  clear  that  the  product  has  not  valne  because 
laboTur  has  been  bestowed  upon  it,  but  labour  is  bestowed  upon  it 
because  it  has  value.  As  Gondillac  says,  things  have  not  great 
valae  because  they  bave  cost  much,  but  people  bestow  much  cost 
opon  them  because  they  have  great  value ;  and  Whately  says  that 
pearls  bave  not  a  high  price  because  people  dive  for  them,  but 
people  dive  for  them  because  they  have  a  high  value,  t.  e.,  people 
will  give  a  great  deal  to  possess  them.  So  timber  trees  and  cattle 
have  a  value,  though  no  labour  was  ever  bestowed  on  them  A 
diamond  picked  up  by  chance  has  precisely  the  same  value  as  if 
it  had  been  found  after  a  year's  labonr.  And  this  she^ra  the  entire 
absurdity  of  McCnIloch's  doctrine  tliat  the  products  of  the  earth 
are  always  destitute  of  volne.  For  that  would  mean  that  no  one 
would  give  anything  to  possess  them  before  labour  has  been 
bestowed  npou  them:  a  doctrine  so  absurd  that  it  requires  no 
refuttdson.  Hence  we  see  that  all  Value  depends  exclusively  on 
the  Demand  and  the  Supply  of  the  product,  quite  independently 
of  the  labour  bestowed  upon  it.  Hence  it  is  not  Labour  which  is 
the  cauM  of  Value ;  but  Value  which  is  the  inducement  to  Labonr, 
as  we  have  so  often  inculcated :  and  all  changes  in  Value  arise 
frran  variations  in  the  Intensity  of  Demand  or  the  Limitation  of 
Supply :  and  all  Profit  arises  from  the  Demand  for  the  product 
being  so  great,  and  the  Supply  so  limited,  that  it«  Value  exceeds 
its  cost. 
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10.  We  tiiiiB  Bee  the  flind&mental  objection  to  Smith's  STatein, 
or  rather  his  ntter  want  of  eystem.  It  is  ntterly  wanting  in  uni- 
formity of  principle.  Each  claae  of  casea  is  explained  by  different 
principlee,  which  is  manifeetly  contrary  to  the  fimdamenbil  nature 
of  Natural  Philosophy. 

Colonel  Perronet  Thompson,  who  was  a  good  mathematician, 
pabliahed  a  pamphlet  entitled  "  The  True  Theory  of  Rent  hi  opposi- 
tion to  Mr.  Ricardo  and  others"  in  which  he  maintained  that  the 
simple  canse  of  rent  is  everywhere  the  same  as  that  which  gives 
rise  to  the  rent  of  the  vineyard  which  prodnces  Tokay.  That  this 
must  be  true  ia  manifest  to  any  one  who  has  the  slightest  notion  of 
a  Physical  Science.  Bnt  it  is  very  surprising  that  Malthas,  who 
was  also  a  good  mathematician,  shonld  dispute  this.  He  says' — 
"  First :  That  the  price  of  Tokay  is  not  a  necessary  price,  the  same 
quantity  would  be  produced  although  Uie  price  were  considerably 
lower. 

"  Secondly ;  That  neither  the  purchasers  of  Tokay,  nor  the  cnlti- 
vatora  of  it,  live  upon  the  produce. 

"  Thirdly :  That  there  is  no  limit  to  the  price  of  Tokay  but  the 
tastes  and  fortunes  of  a  few  opolent  individnals. 

"  How,  then,  can  it  possibly  be  said  with  truth  that  the  simple 
canse  of  rent  is  everywhere  the  some  as  tliat  which  gives  rise  to 
the  rent  of  the  vineyard  which  produces  Tokay  ?  and  how  entirely 
inapplicable  is  a  reference  to  Tokay  as  an  illustration  of  the  true 
theory  of  Eent  I " 

It  is  amazing  tiiat  so  able  a  man  as  Ualthus  should  bring  so 
flimsy  an  objection  against  the  manifest  truth  of  Thompson's 
doctrine.  Malthus's  knowle^e  of  mathematics  should  have  shewn 
him  that  it  could  by  nopossibihty  be  anything  else  than  true. 

He  says  that  neitJier  the  pnrchasers  nor  the  cultivators  of  Tokay 
Live  exclusively  apon  the  produce.  But  neither  do  the  producers 
nor  the  purchasers  of  any  other  article  whatever  live  exclusively 
upon  it.  The  cultivators  and  pnrchasers  of  com  do  not  Uvc  ex- 
clusively npon  com.  The  purchasers  and  cultivators  of  kelp  do 
not  live  upon  kelp.  The  producers  and  purchasers  of  stones  from 
quarries  do  not  live  npon  the  stones.  The  producers  and  pur- 
diasers  of  shoes,  ck>th,  or  any  other  manu&ctures,  do  not  live 
npon  cloth  or  shoes.  The  growers  and  pnrchasers  of  cattle  do  not 
live  exclusively  on  meat ;  and  so  on  of  all  other  products ;  no 
1  Ptincisla  qf  FtiUitol  Eeonoma,  A.  9,%% 
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person  can  live  npon  any  single  prodttct.  The  prodacere  and  pur- 
chasers of  all  these  things  do  not  live  npon  tiieni  directly,  but  upon 
them  indirectly,  i.  e.,  npon  their  Value,  that  m  upon  the  various 
things  which  they  can  get  in  exchange  for  them. 

The  cnltlTators  of  corn  muat  have  meat  and  clothing  and  many 
other  things  besides  bread,  which  the;  obtain  by  exchanging  a 
certain  portion  of  their  com  for  these  things ;  and  the  snrplus 
value  of  the  com  which  remaiuB  beyond  that  maintenance  is 
what  pves  profit  and  rent. 

Bo  it  is  with  shoes  or  any  other  product.  Persons  do  not  live 
npon  them  directly ;  but  indirectly,  by  obtaimng  what  thej  want 
in  exchange  for  them,  and  the  surplus  value  which  remains  after 
providing  for  their  maintenance  is  profit. 

It  is  manifestly  precisely  the  same  with  Tokay.  The  produ- 
cers of  it  must  exchange  away  a  certain  portion  of  it  to  provide 
for  their  muntenance ;  and  its  surplus  ^ue  above  that  gives 
profit  and  rent, 

Kow  it  is  manifest  that  the  whole  value  of  the  product  is  due  to 
the  Intensity  of  Demand  and  the  Limitation  of  Supply :  and  the 
greater  the  Demand  and  the  greater  the  Limitation  of  Supply  is, 
the  greater  will  be  the  Value,  the  greater  the  Burplus,  and  the 
greater  the  Profit  and  Rent. 

Hence  it  is  precisely  the  same  principle  in  all  products  whatever ; 
in  Tokay,  in  com,  in  kelp,  in  quarries,  in  cattle,  in  shoes,  in 
mann&ctuTes  of  all  sorts ;  it  is  the  ratio  of  Demand  and  Supply 
alone  which  determines  Value ;  and  the  greater  the  Demand  and 
the  less  the  Supply,  the  greater  will  be  the  surplus  above  cost.  It 
is  in  all  cases  only  a  difference  of  degree,  and  not  a  difference  of 
principle. 

If  ttie  supply  were  greatly  increased  the  Value  might  so  much 
diminish,  that  not  only  there  might  be  no  profit  at  all,  but  not 
even  sufficient  to  de&ay  the  cost,  and  then  production  must  cease. 
Formerly  the  preparation  of  kelp  was  protected  by  very  high 
daHes  on  barilla  and  salt.  In  consequence  of  this  great  qnantities 
of  kelp  were  mano&ctured  in  the  Western  Islands  and  Hi^ilauds. 
of  Scotland,  and  brought  great  revenues  to  the  proprietors.  The 
kelp-shores  of  one  island.  North  TJiat,  let  for  £7,000  a  year  j  and. 
about  20,000  tons  were  made  in  Scotland,  which  sold  for  about 
£20  a  ton.  After  the  war  the  duties  on  barilla  and  salt  were  re- 
pealed.   Barilla  was  so  much  che^[)er  and  of  such  superior  qnahty. 
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thai  the  Talne  of  kelp  immediately  dimimshed ;  at  last  it  ceased 
to  be  produced,  and  most  of  the  nofortanate  proprietorB,  whose 
incomes  came  prindpoUj  tmm  kelp,  were  totally  mined.  Now, 
the  cost  and  the  qualities  of  the  kelp  remained  exactly  the  same 
as  before ;  but  its  value  was  diminished  by  the  greater  cheapness 
and  superior  qualities  of  barilla.  And  since  then  barilla  itself  has, 
in  its  turn,  been  ahnost  entirely  Bnpcnicded  by  the  superior  quality 
and  cheapness  of  artifiuial  soda. 

The  very  same  principle  appears  from  Ricardo's  theory  of  Rent. 
The  actufd  quantity  of  com  nccessaiy  to  support  the  producers 
remains  exactly  the  stmie  whatever  its  value  may  be.  But  as  the 
com,  at  whatever  cost  produced,  sells  for  the  same  price  in  the 
same  market,  the  portion  of  it  produced  with  the  least  cost  leaves 
the  greatest  margin  between  cost  and  valne,  out  of  which  all 
Profit  and  Rent  comes  j  and  this  excess  of  Value  is  entirely  due 
to  the  Intensity  of  the  Demand  and  the  Limitation  of  the  Supply. 

Thus  the  same  principle  governs  all  cases  whatever,  in  strict 
accordance  with  the  principles  of  Natural  Philosophy :  and  the 
value  of  every  product,  invariably  and  at  all  times,  depends  ex- 
clusively upon  Demand  and  Supply. 

From  this  it  follows  that  if  all  landlords  were  swept  away  the 
consumers  receive  no  benefit.  The  products  of  the  earth  would 
not  be  sold  the  least  cheaper.  There  wotdd  be  exactly  tiie  same 
Demand  and  exactly  the  same  Supply,  and  therefore  the  value 
would  remain  the  same.  It  con  make  no  manner  of  difference  to 
the  consumer  whether  the  whole  profits  go  to  the  farmer  alone,  or 
whether  they  are  divided  between  landlord  imd  fiumer. 

It  is  precisely  the  same  with  a  capitalist  and  a  trader  or 
manniacturer.  These  latter  almost  invariably  carry  on  their  trade 
by  means  of  money  borrowed  at  interest.  But  the  interest  is  not 
a  cause  of  price,  but  must  como  out  of  profits.  If  the  trader 
traded  on  his  own  money,  he  and  others  would  endeavour  to  limit 
the  snpply  bo  that  the  value  of  the  product  woold  afford  an  interest 
for  the  capital;  and  whether  he  takes  that  interest  himself,  or 
divides  it  vnth  a  capitalist,  can  make  no  difference  to  the  con- 
snmer. 

Thus  we  see  that  Nature  alone  give  quantities  and  qnoUties,  but 
man  alone  gives  Vahe ;  and  whether  Agriculture,  Conmierce,  and 
Labonr  are  productive,  i.  e.,  produce  a  profit,  or  not,  depends  upon 
exactly  the  same  principle,  that  is,  whether  the  Intensity  of  tlic 
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Demand,  and  tbe  Limitation  of  the  Supply  of  the  product  or  the 
labour  are  so  gnat  that  their  value  exceeds  the  cost  of  prodnction, 
or  maiatenance. 

11.  Smith  notices  the  high  rent  paid  for  land  in  Home  parts  of 
Shetland' — "  The  sea  in  the  neighbourhood  of  Shetland  is  more 
than  commonly  abundant  in  fish,  which  make  a  great  part  of  the 
satsistence  of  their  inhabitants.  But  in  order  to  profit  by  the 
produce  of  the  water  they  must  have  a  habitation  upon  the  land. 
The  rent  of  the  land  iB  in  proportion,  not  to  what  the  farmer  can 
make  by  the  land,  but  to  what  he  can  make  both  by  the  land  and 
the  water.  It  is  partly  paid  in  sea-fish ;  and  one  of  the  very  few 
instances  in  which  rent  makes  a  part  of  the  price  of  that  com> 
modity  is  to  be  found  in  that  country." 

It  is  quite  clear  that  it  is  exactly  the  reverse,  and  that  rente  in 
Shetland  are  paid  out  of  the  bountiful  snpply  of  fish.  It  is  sur- 
prising that  Smith  did  not  see  that  fishermen  everywhere  else 
most  have  a  dwelling  on  land,  as  well  as  in  Shetland,  for  which 
they  must  pay  rent.  And  rent  must  bear  the  same  relation  to 
price  everywhere  else  as  it  does  in  Shetland.  Why  should  rent 
form  a  part  of  the  price  of  fish  in  Shetland  and  not  elsewhere  ? 
How  is  it  possible  that  the  Laws  of  Value  can  tie  fondamentally 
different  in  Shetland  to  all  the  rest  of  the  world  ?  This  is  jnat 
one  of  those  examples  which  has  brought  the  Science  of  Economics 
into  Hoch  disrepute,  because  Economiste,  from  want  of  a  scientific 
education,  make  the  whole  subject  a  mass  of  contradictionB  and 
peculiarities,  without  any  great  fundamental  principles.  But  the 
fault  is  e^'idently  not  in  the  subject  but  in  the  manner  of  treating  it. 

A  dwelling  near  the  sea  is  necessary  for  the  fishermen.  The 
sea  is  part  of  their  domiun  out  of  which  they  make  their  profite ; 
and  it  is  the  abundance  of  the  fish  which  enidiles  them  to  pay  a 
high  rent  for  the  land.  And  the  rent  no  more  enters  into  the 
price  of  the  fish  than  the  rent  of  com  land  enters  into  the  price 
of  com. 

Bent  in  this  case,  as  in  all  other  cases  of  trading  rents,  arises 
out  of  the  competition  for  a  position  by  means  of  which  profita 
may  be  made. 

12.  A  French  writer,  M.  de  Fontenay,  has  seen  this  tmtb  very 
clearly.    He  says* — "  It  may  be  as  well  to  say  something  here  of 

>   WiaUA  of  Satimi,  B.  I.,  ct.  10.       *  Du  Btvam  Ftmdtr,  p.  360. 
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one  of  the  moBt  Btriking  iuBtaacea  of  the  advaot^ee  of  poeitioTi. 
I  mean  the  high  price  paid  for  baying  or  hiring  spaces  in  a  great 
city.  Some  Eeonomists  have  thought  they  see  in  that  the  rent  of 
land :  they  have  let  themselves  be  dnped  by  a  word,  as  Montaigne 
vonld  Bay.  To  think  that  it  is  really  for  a  piece  of  land  that  one 
pays  in  Paris  two  or  three  hnndred  francs  the  metre,  is  as  if  one 
were  to  think  that  in  bnying  the  nnmber  of  a  hackney  coach  it  is 
for  three  yellow  nnmbers  that  he  pays  six  to  eight  thousand  franca 
— and  that  when  a  notary  sells  his  practice,  it  is  a  double  knob  of 
gilt  copper,  twenty  paper  cases  or  so,  five  or  six  shabby  tables, 
and  a  bad  earihenware  stove,  that  he  sells  for  600,000  franca.  The 
space  of  groond,  like  the  nnmber,  the  practice,  is  only  a  repre- 
sentative sign  of  the  acquired  rights,  a  title  to  advantages  and 
profits  which  may  be  discounted.  What  one  pays  for  in  the  price 
of  the  space  of  ground  is  a  share  in  the  enjoyment  of  innnmerable 
improvements  of  an  advanced  civilization :  it  is  an  immense  oppor- 
"  tunity  to  exert  oneself  and  to  shine,  to  know  and  to  be  known. 
It  is  a  powerfiil  agglomeration  of  rich  consumers  if  one  is  a  pro- 
dncer ;  of  prodncera  and  products  of  all  kinds  if  one  is  more 
especially  a  consomer.  It  is  a  mnltitude  of  free  enjoyments,  the 
lavement,  the  trottoirs,  gas,  wat«r,  /efex,  theatres,  palaces,  walks, 
mnaenms,  shops,  Hbraries,  marts  of  all  kinds  of  wealth,  material 
and  mtellectuaL  The  inhabitant  of  Paris  who  gives  up  to  a  stranger 
his  share  in  these  advant^es  has  the  perfect  right  to  sell  them  to 
him  at  a  good  price.  For  it  is  he,  or  they  whose  right  he  re- 
presents, the  citizens  of  a  great  city,  who  have  gradually  made  it 
what  it  is.  It  is  they  who  by  their  labours,  their  sacrifioes,  their 
straggles  of  every  kind,  by  their  gold  or  by  their  blood,  have  ac- 
quired and  paid  for  these  rights,  this  security,  this  prepress,  this 
public  Inxnry,  these  works  of  general  utility,  these  refinements  of 
civilization,  this  immense  development  of  intellectual  and  material 
Ufe." 

And  de  Fontenay  most  jnstly  says  in  other  parts  of  the  same  work 
— "  Wherever  there  is  a  revenue  yon  perceive  capital " — "  The 
theory  of  revenue  must  be  the  same  for  all  classes  of  human 
production. 

"  Unfortunately  this  simple  and  sensible  idea  has  been  f^ified 
by  the  spirit  of  system.  Ask  an  Economist  who  knows  the  masters 
by  heart  what  revenue  is;  and  he  will  answer:  that  industrial 
revenues,  the  net  profits  of  the  forge,  of  manufactures,  of  bankiag 
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and  commerce,  &c.,  are  the  profits  of  eapHal;  but  that  the  income 
from  knd, — the  net  profit  of  the  farm  or  the  vineyard, — is  quite 
another  thing  ;  that  that  is  the  price  of  a  monopoly,  a  payment 
for  the  prodnctive  powers  of  the  earth,  a  continued  increase  of  the 
price  of  products,  of  interests  opposed  to  the  geoerat  interest ;  in 
short,  of  fundamental  laws  and  essential  phenomena  so  radicaUy 
different  to  the  laws  and  phenomena  of  production  generally  th^ 
it  has  been  necessary  to  make  a  separate  division  in  the  Sdenoe, 
and  an  entirely  exceptional  theory  for  the  income  from  land ;  or, 
as  it  is  called,  the  rent  of  land. 

"  We  propose  here  to  abolish  these  false  distinctions,  incom- 
patible with  the  character  of  harmony  and  simplicity  which  the 
laws  of  Economics  ought  to  have,  and  to  prove  that  there  is  one, 
and  only  one,  law  of  valne,  income,  and  capital  under  all  its  forms."  * 

Again  ^^ — "  It  is  known  that  Economists  who  have  attributed  one 
part  of  the  value  of  products  to  the  action  of  natural  agents  have 
confined  the  application  of  their  theory  to  a  single  class  of  pheno- 
mena— that  of  the  appropriation  and  cultivation  of  the  soil. 

"  It  is  not  surprising  that  the  human  mind  thus  proceeds  by 
particular  cases.  It  is  quite  natural  that  the  analysis  of  prodnction 
should  begin  by  the  first  of  hnman  products. 

"  Of  all  the  instromente  of  labour,  in  fact,  the  most  indispensible, 
the  most  universally  and  the  earUest  employed,  and  consequently 
the  most  obvious,  is  unquestionably  that  most  complicated  instru- 
ment called  the  tarth.  Divided  in  its  extent,  varying  in  its  powers, 
and  ila  aptitudes  so  rigorously  limited,  so  unequally  divided  among 
nations,  families  and  persons,  that  the  possession  or  the  desire  for 
a  greater  part  has  in  all  ages  been  the  principal  object  of  wars  and 
human  discord,  the  earth  everywhere,  and  at  all  times,  has  pre- 
sented the  phenomenon  of  profit  under  its  most  visible — and  I 
nill  say  also  its  most  obnoxious — form ;  because  from  the  earliest 
antiqnity,  entire  castes  have  lived  upon  the  rent  of  land,  freed 
from  all  labour  by  this  excess  of  the  labour  of  their  fellow-men. 
Not  only  is  agricultural  labour  the  most  ancient  and  the  most  im- 
portant of  all,  but  among  many  people  it  has  been,  and  still  is 
among  some,  the  only  industry  properly  speaking.  Not  only  is 
landed  property  the  most  visible  form  of  capital,  but  it  baa  long 
been,  and  still  is  in  backward  countries,  the  only  coital — including, 
of  course,  landed  capital,  cattle  capital,  aad  slave  ct^itai,  which 

■  Dv  Resaia  Fbnatr,  p.  2.  *  Ibiil.,  p.  18. 
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are  attached  to  ic  The  elevation  of  other  branches  of  homan 
industiy  to  the  rank  of  property  is  a  fact  bo  recent  in  the  history 
of  the  world,  that  it  is  quif«  natural  that  the  property  and  income 
of  land  have  been  studied,  regulat«d  by  legislators,  discnssed  by 
philoflophers  and  statesmen,  long  before  any  other  form  of  property 
and  income. 

"  When  Economic  Science  was  founded,  it  was  therefore  to 
agricnltnre  and  eztractive  prodnctioQ  that  it  first  gave  its  attention. 
When  it  entered  upon  a  wrong  path  in  attributing  production  and 
value  to  nature,  oil  the  errors  and  dangers  of  this  system  fell  ex- 
clusively with  all-  their  weight  on  the  properly  in  land.  It  is 
somewhat  strange,  but  if  this  error  had  been  generalised  it  would 
perhaps  have  been  lees  fatal  and  less  tenacious :  applied  only  to  a 
particular  case,  as  it  has  been,  it  has  placed  property  in  land  in  an 
exceptional  and  truly  proscribed  position.    .     .    . 

"  That  truly  is  an  unpleasant  position  for  the  possessors  of  the 
soil,  and  it  seems  diiGcult  from  such  premises  to  draw  condusioiiB 
favourable  to  property  in  land.  In  fact,  it  is  somewhat  badly 
treated  by  this  school.  It  is,  according  to  J.  B.  Say,  the  least 
reputable  of  all  property — in  fact,  it  has  for  its  origin  conquest,  a 
purely  conventional  right — it  is  a  tolerated  monopoly — a  legal 
fiction,  according  to  J.  Gamier — a  restriction  on  the  laws  of  God, 
according  to  Scropo — a  usurped  privilege,  according  to  J,  B.  Say 
— its  nsefol  purpose  is  limited,  according  to  Senior,  to  stretching 
out  its  hand  to  receive  the  offerings  of  the  community — the  class 
of  proprietors'  profits  at  the  expense  of  the  others,  according  to 
Buchanan — its  interests  are  constantly  opposed  to  those  of  the  rest 
of  society,  according  to  Eicardo — &c.,  &c.  As  for  the  rent  of 
land,  it  seems  that  the  deknda  Carthago  has  been  pronounced 
against  it ;  one  of  the  wittiest  disciples  of  Bicardo  calls  it  the 
product  of  a  series  of  outrages  against  property  from  the  earliest 
antiquity :  many  Economists  flatter  themselves  that  they  can  make 
it  disappear  by  means  of  Free  Trade : — Bicardo,  Mill,  &&,  to  make 
sure  of  this,  have  proposed  to  confiscate  it  legally  by  taxation :  one 
of  our  official  EconomifitB  has  even  written,  we  are  coming  to 
the  time  when  all  proprietors  will  be  forced  to  cultivate  or  to  sell, 
if  they  wish  to  have  a  revenue." 

Agiun ' — "  I  certainly  need  not  remark  liow  nearly  the  passages 

I  have  just  quoted  approach  the  most  aggressive  eccentricities  of 

'  Du  Sctom  Foi>der,  p.  23. 
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Sodalism.  The  difference  here  between  the  mortal  enemy  of 
property  and  its  pretended  defenders  is,  that  fhey  treat  it  as  a 
parasite,  a  nsnrper,  and  a  mendicant,  while  he  bluntly  calls  it  rob- 
bery— that  M.  Ptoudhon  wishes  to  make  all  revenue  disappear,  and 
the  others  only  suppress  rent,  which  is,  m  their  definition,  only  a 
part  of  revenue. 

*'  Undoubtedly,  Oien,  this  doctrine  openly  attacks  property  in 
land.  Will  the  abolition  stop  there  ?  The  Economists  of  this 
school  have  thought  that  in  Umitii^  the  apphcation  of  their  prin- 
ciple to  one  case  they  conld  say  to  logio — ^you  shall  not  go  further 
than  ve  do.  But  logic  langha  at  their  impotent  authority ;  and 
it  is  easy  to  see  that  all  property,  both  movable  and  immovable, 
is  bronght  into  question  by  the  same  attack. 

"  Since  then,  in  fact,  it  is  necessary  to  distinguish  two  inde- 
pendent agents  in  production,  man  and  nature,  two  associates  of 
whom  one  appropriates  the  wages  of  the  other ;  instead  of  rea^- 
nizing  only  one  agent,  one  voluntary  and  responsible  active  power 
— man,  and  an  instrument  inert,  passiTc,  indifferent  to  the  good  or 
evil  of  the  result,  and  consequently  unpaid — nature.  Immediately 
that  the  merit  and  the  value  of  the  work  is  attributed  to  the 
means  of  action,  and  not  to  the  actual  cause — to  the  force  which 
obeys,  and  not  to  the  will  which  commands — to  nnconsuious  mat- 
ter, and  not  to  the  intelligence  which  foreseeB  and  directs ;  this 
principle,  good  or  bad,  must  be  followed  out  to  the  end.  We  mnst 
see  in  all  classes  of  production  that  which  emanates  from  the 
thinking  producer,  and  that  which  is  the  work  of  the  unintelligent 
producer — ^in  short,  we  must  distinguish  in  the  collective  result  the 
share  of  man  and  the  share  of  the  natural  agent.  For  it  is  not  in 
agriculture  only  that  these  natural  agents  appear :  they  most 
clearly  act  everywhere  along  mth  man,  because  everywhere  man 
can  only  act  by  means  of  them,  and  everywhere  they  act  in  the 
same  way.  Human  industry  employs  as  aids  light  and  heat,  wind 
and  water&Ils,  the  properties  of  imponderable  fluids,  mechanical 
and  chemical  action,  innumerable  combinations,  in  short,  laws, 
movements,  affinities,  and  throughout  the  infinite  variety  of  physi- 
cal phenomena,  the  forces  of  nature  present  themselves  with  the 
same  Economical  characters  as  in  agriculture.  They  are  indiapen- 
iable  to  production ;  they  cannot  be  otilized  without  being  appro- 
priated :  they  are  limited  in  their  nse  and  extent ;  unequal  in 
power,  £c.    The  profit  of  the  manu&Cturer,  like  that  of  the 
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^ricnltiariBt,  results  from  their  aeBistance,  &nd  is  proportiotud  to 
the  extent  boA  energy  of  their  action.  For  if  one  mann&ctnrer 
prodnces  more,  that  ia,  at  less  cost  than  his  ndghboors — all  personal 
qualities  being  the  same— it  is  always  becanse  Uiere  they  employ  a 
man  whom  they  must  pay,  he  emplfp^s  >^  natural  agents  whom  he 
does  not  pay.  And  since  this  economy  in  the  cost  of  production  only 
benefits  him,  as  he,  of  course,  sells  ^actly  at  the  same  price  as  his 
competitors  with  inferior  processes,  it  is  dear  that  he  intercepts 
and  appropriates  the  w^ea  of  his  inanimate  worker,  and  liua 
interception  exactly  constitutes  his  superior  profit. 

"  Hence  in  mann&ctnres  the  differences  of  power  among  the   - 
^ents  empbyed  are  enormous,  and  so  are  the  differences  of  profit 
which  result  from  them. 

"  In  the  transport  of  merchandize,  for  instance,  what  a  shocMng 
inequahty  of  power  between  the  shoulders  of  a  porter,  horses  and 
and  wagons,  and  a  raihoad  I  In  Bpiuning  what  muiual  sMU  can 
turn  the  spindlee  or  the  wheel  with  the  speed  of  mechanism  ?  Be 
honest  then — in  mannf^tures,  perhaps  even  more  than  in  agri- 
culture, it  is  the  instrument  which  causes  production.  If,  therefore, 
yon  attribute  the  power  of  the  instrument  to  nature,  the  share 
which  nature  can  claim  in  these  profits  is  greater  than  in  any 
others;  and  the  greater  proSta  of  manufactures  and  commerce 
ought  to  be  called  rent,  and  the  monopoly  of  natural  c^mU,  just 
as  much  as  the  moderate  profits  of  3  or  4  per  cent,  in  agriculture. 
In  short,  in  every  kind  of  production  you  have  the  same  mechan- 
ism, the  same  combination  of  tJie  action  of  men  with  the  action  of 
nature,  the  same  differences  in  the  rate  of  prt^t,  the  same  infloenoe 
of  the  instrument  and  capital  over  the  result.  More  than  that, 
you  have  the  same  form  in  the  division  of  the  profit,  you  have 
the  sale,  the  loan,  aud  the  lease ;  the  proprietor  and  the  Camier, 
the  ct4)italist  and  the  worker,  he  who  fumishes  the  instnuaent  and 
he  who  uses  it ;  he  who  produces  and  he  who  only  '  stretches  out 
his  hand  to  receive  profit.'  Either  it  must  be  clearly  said  that  one 
has  two  weights  and  two  measures ;  that  one  is  determined  to  find 
quite  right  in  one  case  what  is  abominable  in  another,  or  we  must 
apply  strictly  to  the  profits  of  manufk^tures  the  severe  analysis 
applied  to  the  profits  fiom  land ;  we  must  extend  to  profits  and 
interest  (which  only  proceeds  &om  them)  and  to  capital  this 
accusation  of  monopoly,  of  usurpation,  of  parasitism,  which  we  have 
jii^  seen  so  clearly  expressed  against  rent  and  property  in  the  soil. 
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"  Thiu  we  see  alt  propert;,  mavable  and  immoTable,  destroyed, 
Btrnck  with  the  same  charge  of  original  injnstace,  and  all  reduced 
for  protection  to  some  artide  in  IJie  Code.  It  is  not  only  as  ia 
WW  proposed  that  all  rent  must  be  confiscated  hy  taxation,  it  ia 
profib  from  mann&ctnres  and  interest  which  must  be  attacked  hj 
a  radical  reform  " 

Again  * — "  But  simple  as  it  is  this  way  of  looking  at  prodtat-tut, 
profit,  revenne,  and  their  conseqnences,  must  necessarily  esca^  all 
(hose  who,  like  Ricardo,  Rossi,  Slsmondi,  Frondboa,  &&,  define 
Yahie  ss  the  '  qnantity  of  labour/  and  measure  it  by  ooet  of  pro- 
dnctlon. 

"  In  &ct,  profit  is  precisely  the  excess  of  selling  valne,  or  actual 
Talne,  above  the  cost  of  production  or  theoretical  value.  They 
then  consider  it  as  an  anomaly,  a  robbery,  an  iniquity.  Hence 
these  distortdons  and  contradictions  into  which  they  have  all  more 
or  leas  fallen.  Ricardo  himself  has  ^en  into  it  headlong  with  a 
cnrionsly  blind  simpUcity.  The  produU-net  has,  as  is  veil  known, 
Uiree  principal  manifestations,  rent  of  land,  profits  of  manufactures, 
imd  interest  of  coital.  Ricardo— in  rmt  explains  it  by  monopoly 
and  the  price  of  natural  agents — ^in  profit*  by  a  deduction  by  the 
employer  from  the  wages  of  labour — in  inferest — ^he  never  suspected 
that  it  is  the  same  problem :  he  admife  interest  as  indisputable : 
educated  and '  brought  up  on  the  London  Exchange,  &om  3  to  5 
per  cent,  was  probably  for  Ricardo  an  article  of  faith.  Proudhon, 
a  much  stronger  and  more  daring  logician,  did  not  deceive  himself 
as  to  the  identity  of  the  three  words,  renf,  profit,  and  interest:  he 
has  quite  correctly  pUiced  them  in  the  same  class  as  produit-net — a 
serrice  or  product  sold  above  its  cost  of  production.  And  since, 
acoofdii^  to  him,  Ricardo,  Rossi,  ffismondi,  &c.,  the  cost  of  pro- 
duction is  the  theoretical  measure  of  value,  and  is  the  just  v^ue, 
naturally  all  produit-net  appeared  to  him  an  iniquitons  deduction, 
and  he  says  that  rent,  profit,  and  interent  are  robbery, — and  I  do 
not  know  how  to  reply  to  Proudhon,  if  yon  admit  that  Value  is 
defined  by  the  qnantity  of  material  labour,  and  measured  in  each 
p^ticulu*  case  by  the  cost  of  production." 

Now,  without  finding  it  necessary  to  agree  with  all  that  M.  do 

Font«nay  has  said  in  his  remarkable  volume  oir  Rent,  he  has  at 

least  pointed  oat  the  fiindamenbal  Mlacy  of  breaking  up  Economic 

phenomena  into  separate  classes  and  finding  a  sqnrate  law  of 

■  Dit  Retetut  fmnV,  p.  191. 
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\-&\ae  for'eadt;  and  he  has  Bhewn  most  irrefragable  ti\t,t  tent, 
profit,  and  interest  all  proceed  from  the  same  cause — the  ezoeas  of 
the  Valae  above  the  coet  of  prodaction,  which  c&n  only  be  effected 
by  the  Intensity  of  the  Demand  and  the  Limitation  of  the  Snpply. 
They  all  stand  or  fall  together,  and  if  the  State  has  the  right  to 
confiscate  the  one  it  has  the  right  to  confiscate  the  others ;  and  we 
eamestJy  commend  M.  de  Fontenay's  rolnme  to  the  attention  of 
those  who  believe  in  Mill's  scheme  of  confiscating  the  rent  of 
land. 

IS.  The  Rent  of  land  is  an  excellent  example  of  tbs  general 
Equation  of  Economics.  Bent  is  the  money  paid  by  the  fanner 
to  the  landlord  for  the  use  of  the  land.  The  first  indispensable 
condition  of  rent  arising  is,  that  one  person  is  the  owner  of  more 
land  than  he  can  conveniently  cnltivate  himself.  A  landlord  is  a 
capitalist  whose  capitel  consiste  of  land ;  and,  like  all  other  capi- 
talists, he  either  trades  with  it  himself  or  lets  part  of  it  out  to 
others  to  trade  with,  and  of  course  he  is  entitled  to  receive  interest 
for  the  use  of  his  capital  like  any  other  capitalist.  The  difierence 
between  a  landlord  who  cnltivates  his  own  land  and  a  farmer,  is 
just  the  difference  between  the  man  who  trades  with  his  own  at 
on  borrowed  capital.  A  man  who  has  a  large  amount  of  c^tital 
in  land  is  in  a  very  different  position  to  one  who  has  bis  capital  in 
money,  because  no  single  man  can  trade  with  any  very  large  amount 
in  land.  It  is  very  rarely  a  man  &rms  more  than  a  thousand  acres 
of  land,  bat  many  a  merchant  trades  with  half  a  milUon  of  money. 
Now,  nnlesa  a  man  can  trade  with  his  land  himself,  or  get  some 
one  else  to  do  so,  it  is  of  no  value  to  him ;  but  if  the  merchant 
cannot  trade  profitably  with  half  a  million  of  money,  it  will  still 
be  usefol  to  him — he  can  always  get  some  interest  for  ita  use,  how- 
ever small.  It  is,  therefore,  a  positive  necessity  to  a  man  who 
possesees  a  large  estate  to  let  part  of  it  out  to  farmers.  Ko  mis- 
fortune to  a  large  landed  proprietor  could  be  worse  than  to  have 
a  considerable  extent  of  bis  estate  thrown  upon  his  hands  at  once. 
Now,  tills  circumstance  increases  the  power  of  the  person  who 
wants  to  borrow  the  capital  over  the  one.who  wants  to  lend  it ;  it 
is  a  greater  service  done  to  a  landlord  to  take  a  &rm  than  it  is  to  a 
tenant  to  let  it  to  him.  In  this  case,  like  as  in  other  loans  of 
capita],  we  must  consider  the  farmer  as  the  purchaser  of  the  ser- 
vice ;  but  when  the  capital  to  be  borrowed  is  land,  the  power  of 
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Hie  porchaBer  over  the  seller  is  mnch  greater  than  when  it  is 
money.  Hence,  we  mnst  expect  that  the  price  of  it  shonld  neces- 
sarily be  lower ;  and  diis  is  what  we  actually  find  to  be  the  case. 
The  rent  of  land,  or  the  money  paid  for  the  nse  of  that  species  of 
capital,  iB  mnch  leaa  than  in  the  safest  mercantile  operation. 
There  are,  no  doubt,  other  caoses,  which  also  tend  to  prodnce  a 
similar  effect,  operating  simnltaneonaly  to  increase  the  difference ; 
bnt  the  caqae  we  first  assigned  is  a  tme  canse  of  a  certain  amonnt 
of  that  effect,  Uiongh  not  of  the  whole  of  it.  The  rent  of  land 
rarely  exceeds  2^  to  8  per  cent,  of  the  valne  of  the  land,  and  is 
often  leBB  than  Hiat. 

14.  Dnring  tihe  great  revolotioaary  war,  a  snocesaion  of  bad 
harreets,  joined  to  otlier  canses,  produced  an  enormous  rise  in  the 
price  of  com,  bo  that  in  1812  it  reached  the  price  of  ISOs.  a 
qoarter.  Owing  to  this  extraordinary  rise  of  price,  an  immense 
qnantily  of  inferior  land  was  taken  into  cnltivation  at  an  extrava- 
gant coet,  because  the  ^nners  expected  that  high  prices  would  be 
permaoent.  Now,  let  ns  snppoee  tiiat  the  old  lands  in  cnltivation  had 
prodnced  no  more  than  they  had  done  dnring  the  years  of  scarcity, 
what  would  have  been  the  necessary  consequence  of  this  additional 
quantity  of  com  added  to  the  market  ?  As  the  quantity  of  land 
taken  into  cnltiv&tdon  could  only  be  increased  gradually,  the  first 
quantity  added  to  the  existing  supply  would  not  have  added  mnch 
to  it.  The  proportion  between  the  increment  and  tJie  existing 
aapply  would  not  have  been  great,  consequently  it  would  only  lower 
prices  a  little,  and  would  leave  a  large  profit  to  the  producer.  Bnt 
the  more  land  that  was  brought  into  cultivation,  the  more  would 
the  quantity  of  com  brought  to  market  be,  and  the  more  would 
prices  be  lowered.  And  this  might  go  on  until  the  constantly 
increasing  quantities  of  com  lowered  the  price  so  mnch,  that  it 
would  only  just  leave  a  profit,  and  farther  prodnction  would  cease. 
And  it  is  perfectly  evident,  that  it  would  always  be  the  market 
price  which  would  indicate  how  great  an  expense  could  be  afforded 
as  coet  of  production.  Hence,  we  see  that  it  was  the  increased 
price  of  com  that  called  inferior  land  into  cultivation,  and  it  was 
the  increased  quantity  of  com  produced  that  lowered  the  market 
price,  until  the  cost  of  production  and  the  market  price  might 
possibly  meet.  But  whether  tliey  did  so  or  not  would  entirely 
depend  npon  the  quantity  produced. 
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So,  in  Qie  Highlands  of  Scotland,  the  rent  of  a  aheep-fimn  de- 
pends npon  the  price  of  wool  and  sheep,  and  not  the  reTerse.  A 
Highland  farmer  wonld  smile  if  he  were  told  tMt  the  rent  he  paid 
Taised  the  price  of  wool  and  sheep ;  when  he  knew  well  enongli 
that  the  rent  he  conld  afford  to  pay  depended  upon  the  price  ot 
the  produce. 

Hence,  also,  we  see  the  ntter  fallacy  of  Ricardo's  rale,  that  it  is 
the  cost  of  production  under  the  most  onfeTonrable  clrcumjstanceB 
that  regnlates  price.  The  truth  is  that  it  is  the  exact  reveree. 
The  price  regulates  the  greateet  cost  of  production  that  can  be 
afforded,  or  the  most  un&vourable  drcmnstances  wider  which  {oo- 
daction  can  take  place. 

15.  From  these  obeervationB  we  gather  that  the  farmer  is  just 
in  the  stuue  position  as  the  manufacturer;  neither  of  them  csa 
command  the  price  they  please  for  the  articles  they  have  to  sell ; 
consequently  they  must  each  consider  what  wiU  be  the  probable 
T^ne  of  it  when  sold,  and  then  they  must  devote  lie  whiJe  of 
their  skill  and  energy  in  diminishing  die  cost  of  prodnctaoD.  la 
order  to  do  this  each  of  them  calls  in  the  aid  of  science ;  the 
manu&ctorer  in  the  mechanical  form  of  machinery,  the  former  in 
the  chemical  form  of  mannres  and  drainii^,  and  every  other 
means  that  science  or  skiU  can  si^gest  to  develope  the  productive 
powers  of  the  earth.  Keither  of  them  can  fix  abeolntely  what  the 
cost  of  production  is,  until  every  improvement  in  science  has  be«i 
adopted,  and  every  resoorce  exhaiffited.  It  is  undoubtedly  tme 
Uiat  the  coet  of  prodnction  and  the  valoe  of  the  produce  must 
have  a  relation  to  each  other,  but  the  question  which  is  to  govern 
the  other  is  the  whole  dtfierence  between  protection  imd  free  trade. 
Under  the  former  system,  the  cost  of  prodnction  might  be  as 
extravagant  and  wasteful  as  possible ;  the  land  might  be  nndrained 
and  badly  cultivated,  and  the  object  was  to  secure  by  law  a  price 
which  should  under  all  drcmnstances  cover  every  conceivable  piece 
of  waste  and  bad  management,  which  was,  with  somewhat  of  a 
mtawaite  phiaantem,  called  the  nahtral  price  of  com.  "While  the 
one  system  held  out  a  direct  reward  for  every  species  of  mismanage- 
ment and  ignorance,  and  stinted  prodnction,  the  other,  on  the 
oontraty,  encourages  skill  and  enei^,  and  stimulates  production, 
uid  so  confers  upon  the  commmuly  at  large  the  blessingB  of  as 
great  abundance  and  cheapness  as  circmaetances  permit. 
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16.  Oar  fonnola  at  once  explains  a  fact  which  is  veil  known 
to  every  one  who  has  a  practical  acquaintance  with  the  man^e- 
ment  of  estates,  that  it  is  &r  more  adrantageone  fbr  a  landlord  to 
have  bis  estate  divided  into  fanoa  of  moderate  size  than  vei7  large 
<mes,  becanse  so  many  more  persons  have  a  moderate  than  a  large 
qnaiittty  of  capital,  and  coneeqaently  so  many  more  are  able  to 
oompete  for  a  modetate  sized  tiam  itaxi  a  Urge  one.  The  landlord 
bdng  tiie  seller  of  Uie  service,  his  power  over  each  competitor 
increaHes  acoording  to  their  number,  and  he  can  demand  a  higher 
piioe  for  it  Bat  if  a  ferm  is  vaj  Inge,  so  £sw  can  compete  for 
it,  tiiat  tJie  landlord's  power  over  each  dLnuBisheH,  and  he  will 
nsoally  he  obliged  to  let  it  low.  The  same  remark  holds  good  in 
hooBes,  and  for  the  same  reason ;  bonses  of  a  moderate  size  let 
mndi  better  than  those  of  a  large  one. 

17.  To  many  persons  it  appears  an  inequitable'  arrangement 
that  a  tenant  ^oold  pay  a  fixed  sum  to  the  landlord,  whatever  be  the 
price  of  com,  which  is  notorionsly  an  artide  whose  value  is  of  the 
most  flnctoalang  description.  And  no  donbt  to  persons  who  are 
not  much  acquainted  with  the  sabject,  the  metayer  system  may 
iqipear  to  be  more  equitable.  But  it  is  not  found  to  be  bo  in 
practice.  Payment  of  rent  in  kind  used  to  prevail  to  a  consider- 
abte  extent  in  Scotland.  In  many  parts  of  the  country  there  are 
still  to  be  Been  large  buildings,  in  which  ike  formers  used  to  store 
the  rente  of  the  landlord.  But  the  untbrtunate  landlord,  of  course, 
got  the  worst  part  of  everything.  And  as  civilization  advanced 
this  payment  of  rent  in  kind  was  univerBally  aboUshed,  and  a 
payment  in  money  substituted.  Now,  as  the  people  have  univer- 
sally abandoned  payment  in  kind,  and  Bubetituted  payment  in 
money,  it  is  the  best  proof  that  can  be  had  that  the  latter  method 
is  more  practically  convenient  than  the  other. 

But  even  thongh  the  payment  in  kind  of  a  portion  of  the  pro- 
duce has  been  abandoned,  and  the  payment  made  in  money,  many 
schema  have  been  devised  to  ensure  what  appeared  to  be  a  more 
eqoitAble  division  of  profits  between  landlord  and  tenant,  acoording 
to  the  varying  price  of  com.  And  different  modifications  of  this 
system,  which  is  generally  called  "  com  rente,"  are  in  favour  in 
this  omntrj.  While,  in  some  parte  of  the  country,  opinion  is 
much  in  fevonr  of  com  rents,  on  the  other  hand,  in  many  othsv 
parts  of  the  oonntiy  which  are  in  Uie  highest  state  of  cultivation. 
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and  where  die  highest  sdence  prevails,  com  rente  are  held  in  utter 
abhorrence,  and  opinion  is  equally  tenadons  of  fixed  rents. 

At  the  first  hlnsh  of  the  thing  it  might  appear  Uiat  com  rents 
are  manifestly  the  most  equitable.  To  this  we  say,  that  so  many 
different  syBteuu  have  been  propoeed,  that  it  is  impossible  to  give 
a  general  answer.  Some  that  have  been  proposed  can  be  clearly 
shewn  to  be  most  unfair.  To  give,  therefore,  a  pn^ter  answer  we 
most  have  the  particular  system  Uiat  is  proposed.  But  our  own 
obsen'ation  leads  ns  to  doubt  whether  tJiese  com  rente  are  so 
advantageous  as  is  ireqncntly  supposed.  In  the  firet  p4ace,  as 
agriiuiltural  sd^ce  improves,  the  gre^r  is  the  variety  of  the  fro- 
dnce  of  the  form,  and  the  greater  is  the  complexity  of  accounts 
required  to  calculate  the  rent.  Besides,  we  believe  that  it  will  be 
found  that  there  will  be  leas  variation  in  the  value  of  t^e  whtrfe 
produce  of  a  form  than  in  ite  quantity.  When  the  quantity  is 
great  the  price  will  be  low,  when  the  qnautity  is  small  the  price 
will  be  high,  consequently  the  total  money  value  will  probably  be 
more  steady  from  year  to  year  than  the  whole  quantity.  And  it 
will  be  found  that  farmers  in  general,  at  least  those  of  snb^nlial 
mpital,  who  are  most  desirable  to  have  as  tenante,  prefer  to  have  a 
fixed  charge  once  for  all,  which  they  know  beforehand,  and  which 
they  can  calculate  upon,  than  a  varying  one. 

18.  Ricardo  filled  his  principle  of  Rent  to  mines  aB  well  as 
to  land^ — "Mines  as  well  as  laud  generally  pay  a  rent  to  their 
ewner ;  and  this  rent,  as  well  as  the  rent  of  land,  is  the  effect,  and. 
never  the  cause,  of  the  high  \Tdue  of  their  produce. 

"  If  there  were  abimdnnce  of  equally  fertile  mkies,  witei  antf 
one  might  appro}>ria(e,  they  could  yield  no  rent ;  tJie  value  of  their 
produce  would  depend  on  the  quantity  of  labour  necessaiy  to  ex- 
tract the  metal  Ax>m  tlie  mine  and  bring  it  to  market." 

To  this  it  may  be  observed  that  if  any  one  might  appropriate 
the  mines  there  conld,  of  courae,  be  no  reul:  because  the  very 
condition  of  rent  arising  is  that  the  mine  is  already  appropriated 
by  one  person  and  let  out  to  another ;  so  that  whettier  the  mines 
are  equally  fertile  or  not,  has  nothing  te  do  with  the  question. 

"  But  there  are  mines  of  various  qualities,  affording  very  differ- 
ent reanlto,  with  equal  quantities  of  labour.  The  metal  produced 
from  the  poorest  mine  that  la  worked  must  at  least  have  an  ex- 
'  Priiidi'lt*  of  PiAilka}  Ecoaomy,  <A.  3. 
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(diangeable  valiie,  not  only  Bofficieut  to  procure  bQ  the  clothee, 
food,  and  other  necesBaries  consamed  hj  those  employed  in  working 
it,  and  bringii^  the  prodnce  to  marl[£t,  hnt  also  to  aObrd  the  com- 
mon uid  ordinary  profits  to  him  who  advances  the  stock  necewarj 
to  carry  on  the  undertaking.  The  tetnm  for  capital  ftom  the 
poorest  mine  paying  no  rent,  wonid  r^nlate  the  rent  of  all  the 
other  more  prodnctive  mines.  Thia  mine  is  supposed  to  yield  the 
(unal  pn^ts  (^  stock.  All  that  the  other  mineo  produce  more  than 
this  will  necessarily  be  paid  to  the  ownen  for  rent,  ffince  this 
principle  is  precisely  the  same  as  that  which  we  have  already  laid 
dovn  recpecting  land,  it  will  not  be  neceasary  fnrther  to  enlar^ 
on  it." 

19.  Mill,  as  nsnal  copying  Rtcardo,  says* — "  Agricnlttiral  pn>* 
dnctions  are  not  the  only  commodities  which  have  several  different 
costs  (tf  prodnction  at  <»ice,  and  ivMch  in  ccntequmee  of  that  d^' 
ftrmet  md  in  proportion  to  it,  afford  a  rent  Uines  are  also  aa 
instance.  Almost  all  kinds  of  raw  material  extracted  from  the 
interior  of  the  earth — metals,  coals,  predoas  stones,  &c.,  are  ob- 
tuned  from  minee  differing  considerably  in  fertility,  that  is,  yield' 
ing  very  different  qnautities  of  the  prodnct  to  the  same  qnantity  of 
laboor  and  c^taL" 

Now,  let  ns  observe  the  neceeaary  conseqnence  of  snch  doctrines.. 
If  the  rent  of  mines  arises  solely  from  differences  in  the  fertility 
of  mines,  and  is  only  pud  In  consequence  of  that  difference,  il^ 
manifestly  follows  that  if  all  the  mines  were  ot  equal  fertility  Qiere- 
eoold  be  no  snch  thing  as  rent  A  doctrine  too  absurd  to  reqniro 
a  moment's  refat^on.  It  would  be  manifestly  just  as  absurd  to 
say  that  rent  is  paid  for  houses  because  houses  are  of  different' 
EBEcs ;  and  that  if  all  the  hooses  in  a  (j^eat  city,  like  London  and 
Paris,  were  of  the  same  size  there  could  not  be  any  sach  thing  a» 
rent:  or  &at  fi^i^ta  are  paid  for  ahips  because  ships  are  of 
(Cfferent  sises,  and  that  if  all  ships  were  of  libe  same  size  there- 
conld  be  no  snch  thing  as  freights :  or  that  wages  or  salary  are- 
paid  to  men  because  men  differ  in  capacity,  and  that  if  all  men 
were  of  equal  capacity  there  conld  be  no  snch  thing  as  wages  or* 
Balary :  and  so  on  in  innnmerable  cases ;  in  short,  if  the  Ricardo' 
Hill  theory  be  true,  prices  are  only  ptud  for  anything  becauae- 
fcings  differ  in  qnality  or  degree. 

>■  Piintifla  of  Falitical  Ecvacms,  B.  III.,  cil,'  5,  5  8. 


tzsd  by  Google 


26  PEraCIPLES  OF  ECOSOMICS.  Cow.  XI. 

Nay  mere,  this  doctrine  of  Bic&rdo  and  Mill  leads  to  conse- 
qneaces  which  are,  if  poasible,  even  still  more  abanrd.  For  as 
ttiey  say  that  Bent  only  arises  from  difference  of  fertility  between 
dif^rent  mines,  it  vonld  follow  that  if  there  were  bat  a  UBgle 
mine  <fr  qnarry  no  rent  coold  be  pud  for  it !  If  &a&  were  tme, 
ke^>-8hoTee  could  only  hare  paid  a  rent  because  there  were  ebsata 
of  different  fertility  {  and  if  there  had  been  only  a  single  kelp- 
Aiao  no  rent  oonld  have  been  paid  for  it !  Kor  is  tJiis  by  any 
means  en  im^inary  ooe.  There  is  bnt  a  angle  mine  of  plnmbago 
in  England,  and  according  to  the  doctrine  of  Bicardo  and  Hffl 
no  rent  can  be  paid  for  it ;  a  doctrine  at  which  the  owner  of  the 
mine  would  doubtless  smile.  Nor  oonld  aay  rent  be  paid  for  the 
qnanies  of  Faroe,  Carrara,  or  Fcnteticns:  a  doctrine  so  manifestly 
absurd  as  to  require  no  refutation. 

But,  in  &ct.  Mill  has  himself  entirely  orerthrown  this  theory 
of  Bent,  He  says  a  Uttle  farther  on — "  Whatever  be  the  causes, 
it  is  a  fact  that  mines  of  different  degrees  of  ridinees  are  in  opera- 
tion, and  smce  the  value  of  the  produce  must  be  proportional  to 
the  cost  of  production  at  the  worst  mine  (fertility  and  situation 
taken  t(^ether),  it  is  more  than  proportional  to  that  of  the  best. 
All  mines  superior  in  produce  to  the  worst  acCoally  worked  will 
yield,  therefore,  a  rent  equal  to  the  excess.  They  may  yield  more, 
and  the  morel  mms  may  Ueelf  yield  a  rent.  Mines  beii^  compara- 
tively few,  liieir  qualities  do  not  graduate  gently  into  one  anotjier 
as  the  qualities  of  land  do ;  and  the  demand  may  be  such  as  to 
keep  the  value  of  the  produce  considerably  above  the  cost  of  pro- 
duction at  tlie  worst  mine  now  worked,  without  being  snfSdent  to 
bring  into  operataon  a  sdll  worse." 

Now,  if  this  be  true,  wbidi  it  undoubtedly  is,  what  becomes  of 
the  doctrine  Uiat  mines  only  pay  a  rent  in  consequence  of  their 
being  of  different  degrees  of  feriiUty,  and  that  the  Bent  is  the 
excess  of  the  more  fertile  mines  above  Uie  least  fertile  one  ?  Is 
it  not  obvious  from  this  passage  of  Mill  that  the  Value  of  the 
produce  is  due  wilirely  to  the  InitatUy  of  the  Demand  for  the 
produce  and  the  Lim^aiion  of  the  Supply  of  it  ?  And  that  it  is 
a  mere  accident  that  mines  differ  in  degrees  of  fertility  1  M  aU 
^e  mines  pay  a  rent,  how  can  it  be  eeserUial  to  Bent  that  they 
should  differ  in  fertility  ?  As  M.  H.  Passy  truly  observes,  this  is 
to  take  the  circomstances  which  make  a  differrace  in  the  rate  of 
Bent  for  the  caatt  which  produces  Bent.    The  same  principle 
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manifest^  governB  Ehe  Beat  ot  land  and  the  Sent  of  Mines :  onlf 
it  BO  happens  diat  the  cUfferenceB  cf  land  nsoaUy  gradnate  more 
gently  than  the  differenoee  of  mines.  Bnt  in  all  cases  these  dif- 
ferences are  the  mere  accident  of  Rent,  and  not  its  Mamee,  And 
so  the  lUcardo-MiU  theory  of  R^t  vanishes  into  eii  I 

Mill  has  appUed  the  same  theory  to  fisheries ;  bnt  after  the  taH 
consideratjon  and  reAitatiou  already  given  of  the  theory  as  applied 
to  hmd  and  mines  it  woidd  be  Baperflnoas  to  refnte  it  as  r^ards 


SO.  We  thos  see  that  the  doctrine  first  poedtively  annonnced  by 
Anderson,  and  adi^ted  by  all  Economists  aiace,  that  Bent  does  not 
inf  nence  the  price  of  agricnitural  prodncts  snch  as  com,  is  true. 
8nch  a  product  is  brought  into  a  common  market  which  no  single 
producer  can  influence,  and  therefore  he  must  conform  himself  to 
its  conditions.  A  certain  general  price  is  uecesfiaiy  to  attract  a 
certain  supply  g  and  the  differenoee  in  the  cost  of  prodnction  of  eadi 
particular  parcel  can  have  no  infloence  on  its  price.  The  BUpply 
will  be  produced  so  long  as  its  value  affords  the  cost  of  labour. and 
ordinary  profits.  No  one  created  the  land  itself,  and  therefore 
remuneration  for  the  use  of  it  is  not  part  of  the  necessary  cost  of 
production :  and  if  any  parlacular  parcel  of  its  prodnce  will  not 
affi>rd  both  ordinary  profits  and  Bent,  Bent,  of  conrse,  will  vani^ 
first.  l%e  producers  of  com  are  far  too  numerous  to  combine  to 
limit  the  supply.  For  a  considerable  time  it  was  attempted  to 
limit  the  siqiply  of  foreign  corn  by  prohibitive  or  protective  legis- 
ladon,  but  i^l  Bnch  laws  have  been  for  ever  rendered  impossible  in 
this  country ;  and  conBeqaently  com  will  come  in  from  foreign 
conntries  so  long  as  the  value .  of  it  here  will  yield  the  ordinary 
profits  of  trade. 

But  where  the  prodnoera  are  fewer  in  number  the  case  is  difi'er- 
ent.  The  owners  of  minee  of  different  sorts  are  comparatively 
few,  and  they  can  without  any  great  difficulty  come  to  an  agree- 
ment to  limit  the  supply.  It  has  been  alleged  that  the  owners  of 
coal  mines  have  on  several  occasions  agreed  to  limit  the  supply  In 
order  to  maintain  it  at  a  certain  level  in  order  to  preserve  Uieir 
rents.  Though  the  same  rule  would  evidently  apply  to  minwals 
SI  to  com,  if  the  prodncers  were  too  numerous  to  combine. 
Hmerals  ot  all  sorts  are  the  free  gift  of  nature,  and  not  the 
creation  of  man,  and  therefore  a  remuneration  for  Ihem  is  not  a 
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part  of  the  neceeaar;  ooet  of  production :  uid  if  there  were  no 
aiiiitrary  limitation  of  supply  they  would  continue  to  be  produced 
80  long  a&  the  prodocers  obtained  ordinary  profits. 

But  the  case  is  different  with  Bhops.  In  these  Rent  does  nn- 
donbtedly  enter  into  price ;  because  in  sncb  cases  it  is  part  of  Uie 
necessary  cost  of  production.  No  man  created  the  land  or  the 
minerals ;  but  E^ops  are  not  the  gift  of  nature.  They  are  created 
by  the  expenditure  of  capital,  which  is  part  of  the  neoessai?  cost 
of  production,  and  it  must  be  replaced  in  the  price  of  the  artidea. 
Mc^eover  each  shop  is  a  little  market  in  itself,  over  which  the 
producer  has  complete  command,  only  controlled  by  other  pro- 
ducers who  are  all  in  a  similar  position.  A  retail  shopkeeper 
buys  his  goods  at  a  certain  price  &om  the  wholes^e  dealer,  and  he 
has  a  certain  price  to  pay  for  rent ;  or  if  he  built  the  shop  himself 
he  mnst  have  laid  out  a  certain  capital  on  it,  and  must  have  a 
certain  interest  on  that  expenditure.  He  moat  also  proride  for  his 
own  maintenance.  He  expects  to  have  a  certain  amount  of  custom ; 
he  therefore  fixes  such  a  price  npon  his  articles  as  he  estimates  will 
provide  for  all  these  things.  If  he  cannot  obtain  these  returns  he 
must  give  np  his  busiuess.  All  his  competitors  are  in  exactly  the 
same  condition,  and  thus  the  producers  have  the  commaud  of  the 
markeL  The  prices  which  eadi  may  fix  are  only  controlled  by 
what  he  Gnaka  his  customers  will  give,  and  his  fellow-competitors 
will  enforce  as  well  as  himself.  None  of  these  competitors  how- 
ever csa  afford  to  sell  below  that  amount  any  more  than  he  can. 
Conseqneutiy  in  such  cases  reut  is  a  part  of  the  necessary  cost  of 
production,  as  being  only  the  interest  on  capital  expended  ;  and 
production  mnst  cease  uiiless  such  mterest  is  afforded :  imd  there- 
fore in  such  cases  it  necessarily  and  justiy  forms  a  part  of  price. 

It  is  easily  seen  that  this  is  true  by  any  one  who  considers  the 
■difference  between  the  prices  of  fish,  fhiit,  and  vegetables  as  sold 
in  Bh<^  where  the  shop  is  the  fixed  capital,  and  the  same  articles 
■sold  by  costennongers  in  the  street,  whose  only  fiaed  capital  is  a 
barrow. 

21.  What  we  have  said  now  is  so&icient  to  explain  the  general 
principles  of  Bent,  and  to  shew  the  entirely  unphHoBophical  nature 
<of  Bicardo's  theory,  which  has  been  adopted  by  so  many  Econo- 
mists in  this  country,  but  which  the  greater  number  of  the  more 
.  «iiinent  French  Economists  repudiate.    Mill  himself  acknowledges 
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that  Economics  is  to  be  treated  as  a  PhyBical  Science.  It  is  snr- 
prirang  that  tie  did  not  perceive  that  Ricardo's  system  of  breaking' 
up  the  phenomena  of  EcoDomics  into  eeveral  olaases  of  cases,  and 
ezplaining  each  cIbbs  by  a  distinct  Theory  of  Yalne,  is  just  aa 
abenrd  as  it  wonld  be  to  break  np  the  phenomena  of  Optics  into 
several  dasBee,  and  to  explain  each  by  a  distinct  Theot;  of  Light, 

It  is  also  surprising  that  he  did  not  perceiTe  that  the  admisrions 
he  makes  himself  are  fotal  to  the  theory  he  admires  bo  mncb. 
When  he  says' — "  If  the  whole  land  of  s  coontry  were  required 
for  cultivation  all  of  it  might  yield  a  rent,"  and  when  he  says  tiiat 
an  the  mines  in  a  conntiy  may  yield  a  rent,  is  not  such  an  ad- 
mission fatal  to  the  doctrine  that  differences  of  advantage  are 
essential  to  Rent  ? 

If  all  lands  and  mines  can  pay  Rent  how  can  Rent  be  "the 
differtnet  between  the  unequal  returns  to  different  parts  of  the 
capital  employed  on  the  soil,"  or  the  "  price  of  the  privilege  which 
the  inequality  of  the  returns  to  different  portions  of  agrictdtoral 
produce  confers  on  all  uttfi  the  leagt  favoured  porHon  t " 

Thus  he  in  one  place  defines  Rent  to  be  the  excess  of  the 
retnms  of  all  portions  above  the  worst,  thereby  expressly  excluding 
the  worst  portion  f^m  the  capacity  of  paying  Rent,  and  then  he 
says  in  another  place  that  all  portions,  even  the  worst,  may  pay 
Bent !     Can  anythii^  be  more  contradictory  or  absurd  7 

22.  Moreover,  Anderson's  theory  of  Rent  is  quite  different 
from  Ricardo's,  as  generally  undetstcod,  Andereon  makes  the 
value  of  com  spring  entirely  from  demand,  and  the  increaang 
demand  lead  to  the  increase  of  price,  which  permits  additional 
cost  to  be  bestowed  on  bringing  inferior  land  into  cultivation. 

Ricardo  makes  the  increase  of  price  to  proceed  from  the'  in- 
creased labour  bestowed  on  producing  the  corn,  and  frxtm  the 
extracts  given  above  it  is  quit©  clear  that  Ricardo's  doclzine  is 
that  the  bringing  of  worse  lands  into  cultivation  must  precede, 
and  is  the  cause  of,  the  increase  of  the  prioe ;  and  this  is  the 
sense  which  both  his  opponents,  Chalmers  and  Thompson,  and  his 
admirer,  McCnlloch,  attribute  to  him.  But  Mill,  in  accordance 
with  Anderson,  says  justly' — "The  higher  the  market  value  of 
produce,  the  lower  are  the  soils  to  which  cultivation  can  descend, 
'  Frind^tt  of  Ftiilical  Eamomy,  B.  U.,  eh.  16,  !  B.         '  Ibid. 
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oonnstent^  with  afR^dtng  l>  the  coital  employed  tibe  ordinary 
rate  of  inofit. 

"  As,  however,  difi^ncee  of  ibrdlily  dide  into  one  aaoth^  bj 
insensible  gradations ;  and  dififerenoes  of  acoeeaibilitr^,  that  is  of 
distance  from  market,  do  the  same ;  and  since  tbere  is  land  so 
barren  tiiat  it  conid  not  pa;  for  its  cnltiTation  at  ai^  [Mdce ;  it  is 
evid^it  that  whatever  the  price  ma;  be,  there  most  in  aay  ex- 
tensiTe  region  be  some  land  which  at  that  price  will  just  pa;  the 
w^ifeB  of  the  cnltivators,  and  yield  to  the  capital  employed  th» 
ordinar;  profit,  and  no  more.  Until  therefore  tiie  price  risM 
higher,  or  ontil  some  improvement  raises  that  particnlar  land  to  a 
higher  place  in  the  scale  of  fertility,  it  can  not  pay  any  rent." 
Kow  tJiis  no  doubt  is  tme,  bnt  onfortnnately  it  ia  exat^ly  contrary 
to  tiie  theoiy  of  Bicardo  in  his  chapter  on  Bent,  which  Hill 
declares  to  be  the  pons  amorum  of  Politdcal  Economy  \ 

28.  We  hare  thus  shewn  that  Will  contradicts  himself  on  the 
very  definition  of  Bent,  and  that  Bicardo's  theory,  which  he  ao 
moch  extols,  does  not  acconnt  for  the  existence  of  Bent,  bnt  only 
for  the  ditTerenoes  in  its  amount.  And  it  needs  no  ^ost  to  t^ 
US  that  lands  which  possess  superior  advantages  of  fertility  and 
situation  will  pay  a  higher  rent  than  inferior  lands ,-  and  this  is  all 
that  Bicardo's  theory  of  Bent  really  amoonts  to. 

But  lUcardo  ia  contradictory  to  himself.  In  his  chapter  on  Bent 
he  meet  clearly  makes  the  price  of  com  to  depend  on  Ihe  cost  of 
produoi^  the  worst  portion  of  it:  and  that  it  is  bringing  inferior 
lands  into  cultivatiou  which  raises  the  price  of  com,  and  enables 
Bents  to  be  paid  on  the  superior  lands. 

,  But  in  combatting  Ualthus  he  says  precisely  the  reverse' — "  It 
is  the  rise  in  the  market  price  of  com  which  alone  encourages  its 
production ;  fiw  it  may  be  laid  down  as  a  principle  uniformly  true, 
that  the  only  great  encouragement  to  the  increased  production  of 
a  commodity  is  its  market  value  exceeding  its  natural  or  necessary 
valne."  This  doctrine  is  manifestly  contradictory  to  his  otiier 
theory. 

In  fact,  as  soon  as  it  is  admitted  that  aU  lands  and  mines  can 

pay  Bent,  Bicardo's  Theory,  as  well  as  all  Theories  of  Bent  that 

make  ^fferenees  of  advantt^  as  ettmiial  to  the  payment  of  Bent, 

vanish  into  air.    For  they  wholly  fail  to  account  for  the  Bent  of 

■  iViKC^bt  t^  PoUtital  Eeonoms,  ch.  83, 
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the  worat  portiota.  Bat  when  we  adopt  the  General  Law  of  Yalae, 
or  the  General  Eqnation  of  Economics  we  have  obtained,  the  whole 
subject  becomes  dear  and  harmonioitB.  The  Yalne  of  the  product 
is  ^tennined,  like  as  in  all  other  caeea,  exclnsivelj  by  the  General 
Law  of  Stq>pl7  and  Demand ;  and  if  the  Value  ie  anfficiently  high, 
all  lands  and  mines  may  pay  rent ;  and  whether  ox  not  there  are 
differences  of  advantage  in  various  lands  or  mines,  or  not,  is  & 
mere  accident,  qnite  independent  of  the  General  Theoiy. 

lUcardo  has  also  contradicted  himself  on  the  only  really  im- 
portuit  point  in  his  theory.  In  his  fonner  cht^ter  he  maintuns 
tiiat  the  payment  of  Bent  does  not  affect  tbe  general  price  of  com : 
that  the  cost  of  prodncing  the  worst  portion  regrUates  the  price  c^ 
the  whole :  that  if  the  landlords  did  not  receive  their  rents  the 
farmets  wonld ;  and  that,  therefore,  the  -divisioa  of  the  profits 
between  landlords  and  farmers  in  no  way  aSecta  the  oonsumer, 
bnt  if  the  landlords  gave  ap  their  rents  they  would  simply  go  into 
the  pockete  of  the  fiumers. 

Bnt  in  the  ch^ter  combatting  Malthns  he  says  that  he  ag^«es 
with  Siamondi  and  Buchanan  in  saying  that "  rent  is  a  valne  pitrely 
nominal,  and  as  fonning  no  addition  to  the  nadonid  wealUi,  bnt 
merely  as  a  transfer  of  v^oe,  advantageooB  only  to  the  landlords, 
and  proportionably  injurious  to  the  consmner." 

Koff,  here  he  says  that  rent  is  injuriou*  to  the  consumer ;  the 
meaning  of  which  la  that  it  iiKa-eases  the  price  of  com,  and  that 
if  landlords  gave  up  tiieir  rents  com  wonld  be  bo  much  the 
cheaper ;  a  doctrine  which  ie  a  most  phun  and  striking  contra- 
diction to  his  other  theory,  and  which  we  have  shewn  to  be  ontme. 

24.  Kow,  this  is  not  mere  logomachy.  It  is  a  fnodamental 
difference  between  two  distinct  syatems  of  Economics.  We  have 
shewn  that  Smith  and  Bicardo  are  contradictory  to  themselves  on 
the  very  fondamental  conceptaons  of  Wealth  and  Valae. 

What  can  be  more  contradictory  and  absurd  than  for  Smith  to 
assert' — "  Labour,  therefore,  it  appears  evidently  is  the  only  nni- 
veisal,  as  well  as  the  only  accurate,  measmv  of  value,  or  the  only 
standard  by  which  we  can  compare  the  values  of  different  commo- 
dities at  all  limsg  and  all  places  " — and  then  to  eay  that  there  are 
products  of  the  earth  which  have  a  value  far  beyond  any  labour 
that  was  ever  bestowed  on  them — then  afterwaiils  to  assert  that 
1   ircold  0/  NatioM,  B.  I„  -A.  I. 
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unless  they  are  exchangeable  they  have  no  value  at  all,  whatever 
labonr  may  have  been  bestowed  on  them — and  then  to  admit  that 
Bank  Notes  have  the  valne  of  money,  when  no  labonr  is  bestowed 
on  them  ? 

If  labour  is  the  sole  meaenre  of  all  valne  at  all  timee  and  all 
places,  how  can  Money  and  Bank  Notes  be  of  exactly  equal 
valne,  when  &e  one  is  dne  entirely  to  labonr,  and  the  other  is  not 
in  any  way  dne  to  labonr  ? 

What  can  be  more  contradictory  and  absurd  than  for  Bicardo  in 
one  place  to  aaaert  that  it  is  the  labour  of  prodndng  the  woist 
portion  of  com  that  regulates  the  price  of  the  whole  quantity  of 
eom,  and  that  the  payment  of  rent  in  no  way  affects  the  consumer, 
— «nd  in  another  place  to  say  that  it  is  the  increased  price  of  corn 
which  enables  worse  portions  of  com  to  be  produced,  and  that  the 
payment  of  rent  is  mjurioua  to  the  consmner  ? 

If,  as  Bicardo  says,  the  theory  of  the  Bent  of  Mines  is  exactly 
the  same  as  the  theory  of  the  Bent  of  Land,  and  if,  as  he  says. 
Rent  only  proceeds  ftom  decaying  fertility,  and  the  application  of 
eqnal  portions  of  capital  with  decreasing  returns — ^how  could  it  be 
possible  that  a  single  mine  or  quarry  in  which  there  are  no  di^r- 
ences  of  returns  should  be  capable  of  yielding  a  Rent?  It  is 
surprising  that  the  absurdity  of  this  doctrine,  which  is  the  logical 
consequence  of  this  theory  of  Bent,  did  not  strike  Bicardo  and 
Mill,  and  shew  them  the  entire  fallacy  of  the  whole  theory. 

25.  Wo  have  seen  that  Smith,  Bicardo  and  Mill  are  entirely 
contradictory  to  themselves  in  the  veiy  fondamcntal  conceptions  of 
the  Science.  In  some  parts  of  Uieir  works  they  make  labour  to  be 
the  essence  of  all  wealth,  and  of  all  valne,  and  they  refuse  to  con- 
sider as  wealth  anything  except  material  things  produced  by 
labour ;  and  they  consider  the  Value  of  a  thing  to  be  simply  the 
labonr  embodied  in  it. 

But  in  other  parts  of  their  works  they  admit  that  it  is  predsely 
the  contrary.  They  see  that  Value  proceeds  from  Demand,  and 
that  it  is  not  Labour  wlach  it  the  Cause  of  Value,  but  Valve  which 
it  the  Indvcemmt  to  Labour.  We  have  shewn  that  all  anaent 
writers  unanimously  agree  that  the  essence  of  wealth  consists  in 
ExchangedbiHiy  exclusively,  a  doctrine  which  even  those  writers 
who  have  dwelt  so  much  on  Labour  are  constrained  to  admit. 

Now,  when  we  adopt  exdiangeability  as  the  ^ndamental  con- 
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ceptjon  of  wealth  it  makee  the  Sdeoce  immeiiBely  more  extensive 
ttiaa  the  ooQception  whidi  bases  it  on  Labonr  and  Materiality. 
¥oi  tiicre  are  innomerable  things,  even  material,  which  are  ex- 
changeable, and  which  are  not  the  produce  of  labour.  It  is  this 
fiindamental  idea  which  renders  tiie  Theory  of  Credit  intelligible ; 
which  confflsts  in  the  exchange,  or  commerce,  of  Debte,  valuable 
prc^rty,  which  are  bought  aad  sold,  though  they  are  neither 
material  nor  the  produce  of  labour. 

Thus  when  Wealth  and  Yalne  are  relieved  from  the  shackles  o£ 
Labour  and  Materiality,  and  based  on  Uie  single  idea  of  Exchange- 
ability, Economics  becomes  for  the  first  time  a  General  Science, 
with  a  strictly  defined  porpoee  and  limit.  The  phenomena  of 
Yalne  may  be  erected  into  a  great  Indnctive  Science  based  upon 
fundamental  Gleoeral  Gonceptiona  and  governed  by  General  Laws, 
predaely  in  the  same  manner  as  the  phenomena  of  any  of  the 
other  great  Inductive  Scieocee,  such  as  those  of  Force  and  Light, 
by  simply  following  anal(%oiis  meUiodB  to  those  by  which  the 
ikws  of  Mechanics  and  Optica  have  been  demonstrated. 

We  have  shewn  by  abundant  extracts  in  the  beginning  of  Uiis 
work  that  Bacon  was  the  first  to  proclaim  emphatically  the  great 
doctrine  of  the  essential  continuity  of  science :  and  among  many 
others  Hersc^el  says  "  that  natnral  philosophy  ia  essentially  united 
in  all  its  department,  through  all  which  one  spirit  reigns,  and  one 
method  of  inquiry  applies."  Many  Economists  have  acknowledged 
the  same  docbine,  and  espedally  Mill,  who  in  one  place  says  that 
Economics  is  a  physical  science,  and  can  only  be  brought  to  per- 
fection by  adopting  the  methods  idready  adopted  in  physical  science 
doly  extended  and  generaUsed.  Now,  is  the  system  of  breaking 
np  the  phenomena  of  Economics  into  separate  classes,  and  assign' 
ing  a  distinct  Theory  of  Yalne  for  ea<^  case,  in  accordance  with 
the  method  adopted  in  any  physical  science  ?  There  is  no  person 
whatever  conversant  with  the  most  elementary  principles  of  any 
Physical  Science  who  would  not  at  once  say  that  this  method, 
commenced  by  Ricardo  and  extended  by  Mill,  is  utterly  repugnant 
to  the  ftmd^ental  principles  of  Natnral  Philosophy,  and  those 
who  believe  in  such  a  system  should  at  once  restore  the  Mechanics 
of  AristoUe,  and  the  Astronomy  of  Ptolemy. 

But  we  entirely  repudiate  and  reject  snch  a  method  of  proce- 
dure. We  have  shewn  that  Economics  is  the  Science  of  Yalne, 
or  Granmerce,  in  its  widest  extent ;  and  that  it  may  be  erected  into 
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a  great  general  Bcieace,  bBsed  open  fdndameatal  general  ideas,  and 
governed  bj  general  laws  precisely  in  the  same  way  as  Mechuiics 
or  Optics.  It  affords  a  splendid  example  of  demonstrative  In- 
ductive reasoning,  leading  to  resolts  ttf  as  great  cerbimty,  thongh 
not  the  same  precision,  as  any  of  the  Physical  Sdences.  By 
adopting  the  same  general  principles  of  reasoning  as  are  nniver- 
sally  employed  in  every  other  Physical  Science,  and  an  exposition 
of  the  facts  of  Economics,  we  have  annihilated  those  folse  dis* 
tinctions  set  np  by  Bicardo  and  Mill,  and  reduced  all  the  pheno> 
mena  to  a  single  General  Equation,  or  Law.  We  shall  have  in  a 
fhture  chapter  to  examine  the  farther  application  of  this  General 
Law,  and  ^ew  its  important  consequences  in  the  progress  of 
society. 
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CHAPTER  XII. 


ON   PROFITS. 


1.  In  ttie  [H«cedmg  chapters  we  have  Bhewn  the  entirely  on- 
phOoeopMcal  nature  of  the  syBtem  of  Smitli,  Ricaido,  and  MUl, 
and  annihilated  the  diBtinctiotiB  made  by  the  two  latter  writers  in 
the  Laws  of  Valne  affecting  different  claaBes  of  commodities ;  we 
hare  now  to  point  out  errors  of  the  moet  important  nature  of  part 
of  their  doctrines,  ariaiitg  ont  of  an  arithmetical  miBConception 
which  is  BO  plain  that  any  echoolboy  could  perceiTe  it,  and  it  is 
amazing  that  they  themBelves  ehonld  hare  fidled  to  discern  it. 

Profit  is  the  excess  of  the  Yaloe  of  any  prodnct  abore  the 
Cost  of  Production,  or  the  expense  of  placing  the  commodity  in 
the  place  it  is  offered  for  saJe:  and  is  estimated  by  the  ratio 
of  tiiat  excess  to  the  Ga^Htal  employed.  Thus,  if  the  Ct^ital 
employed  be  £100  and  the  Profit  £10,  that  is  a  Profit  of  10  per 
cent. 

Profit  is  a  general  name  for  the  excess  gtuned,  whether  the 
matter  traded  with  be  money  or  merchandise  of  any  description. 
But  when  the  Capital  advanced  is  Money  or  Credit,  the  excess 
is  more  OBually  c^ed  Interest  or  Discount:  when  the  return 
is  for  merchandise  it  is  usually  termed  Profit. 

Vhen  we  q>eak  of  the  Rate  of  anything  it  invariably  means  the 
tmt  in  which  it  is  done.  If  any  one  speaks  of  the  RaU  at  which 
a  horse  can  gallop,  ora  ship  st«am,  or  an  athlete  can  walk,  or  nm, 
he  always  mentions  some  tme  in  which  the  distance  is  accom- 
jdished.  If  it  were  said  that  a  horse  could  gaUop  at  the  nUe  of 
20  miles, — or  a  ship  steam  at  the  rate  of  15  knots— or  tax  athlete 
walk  at  the  rate  of  6  miles,  or  ran  at  the  rate  of  14  imle8,^-eTeiy 
one  would  at  once  perceive  that  such  a  form  of  expreesiou  was 
defective,  and  couTeyed  no  precise  meaning  whatever.  The  rate 
of  speed  in  such  cases  is  nsaally  referred  to  the  hour. 

8o  every  one,  in  speaking  of  Rale  of  Interest  or  Discount,  in- 
variably  tefors  it  to  some  time,  such  as  a  year. 

D  2 
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So  evidently  the  Bate  of  Fsoftt  must  mean  the  amount  <rf 
Profit  made  in  a  certain  time,  each  as  a  year. 

Now,  while  every  one  in  speaking  of  ttie  Rate  of  Intereet  or 
Disconnt  inrariaUy  refers  it  to  ecmie  period  of  time,  as  the  year, 
not  a  single  Economist  that  we  are  aware  of  has  perceived  that 
the  term  Bate  of  Profit  mnst  be  referred  to  the  same  standard ; 
or  that  lime  is  as  necessary  an  element  in  the  definition  of  Bate  of 
Profit  as  in  that  of  Bate  of  Interest.  They  simply  define  the 
Bate  of  Profit  to  be  the  ratio  of  the  Profit  to  tiie  Capital — ^without 
any  reference  to  the  time  in  irtiich  it  is  to  be  made  1 

No  one  wonld  suppose  that  a  profit  of  £10  made  on  advancing 
£100  in  money  is  the  same  Bate  of  Interest  whether  it  be  made 
in  a  year,  a  month,  a  week,  or  a  day. 

Bnt  when  Economists  speak  of  Bat«  of  Profit  there  is  not  one 
who  has  perceived  that  an  actual  Profit  made  in  a  year  is  a  veiy 
different  Rate  of  Profit  from  the  same  actual  Profit  made  in  a 
month,  a  week,  or  a  day. 

This  litct  is  so  extraordinary,  and  the  consequences  which  flow 
tmta  it  are  80  important,  and  the  rectification  of  this  definition 
overthrows  so  mnch  of  the  doctrine  of  Bicardo,  and  throws  soch 
a  clear  light  on  many  problems  of  Profits  and  Interest  which  have 
hitherto  been  obscnre,  that  we  most  examine  at  length  the  current 
doctrines  on  the  sabject. 

Thronghont  his  chapter  on  Profits  Smith  has  not  the  junteet 
glimmer  of  the  tnith  that  Bate  of  Profit  and  Bate  (rf  Interest 
most  both  be  referred  to  the  same  standard  of  Time.  Without 
beii^  very  distinct,  he  says  (hat  in  a  large  town  c^italists' 
"  freqnentiy  cannot  get  the  nnmber  of  workmen  they  want>  and 
therefore  bid  against  one  another  in  order  to  get  as  many  as  they 
can,  which  raises  the  wages  of  labour,  and  lowers  the  profits  of 
stock,"  evidently  not  perceiving  tiiat  Wages  and  Rate  of  Profit 
may  rise  tt^lher,  as  we  Bhall  shew  hereafter. — "  In  the  remote 
parts  of  the  oonntry  there  is  freqnentiy  not  stock  sufficient  to 
employ  all  the  people,  who  therefore  Ind  against  one  another,  in 
enter  to  get  employment,  which  lowers  the  wages  of  labour,  and 
raises  the  profits  of  stock."* 

Here  he  evidentiy  does  not  perceive  that  wages  may  be  lowered, 
and  the  actual  Profit  Jugh,  and  yet  the  Bate  of  Profit  low. — "  In 
reality  high  profits  tend  much  more  to  raise  the  price  of  work 
thaobigh  wages." 

■  WeaUh  qf  SMimi,  B.  I.,  A.  >.  >  Itid. 
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Now,  we  Hball  shew  hereafter  that  priceB  ma;  be  lowered,  and 
7<et  botA  Wages  and  the  Bate  of  Profit  raised. 

2.  This  doctrine,  however,  cornea  ont  mnch  more  clearly  in 
sobseqneot  writers. 

ThoB  Ricardo  afBmu  tiiat  if' — "  Com  and  manq&ctnred  gooda 
•en  at  the  same  price,  profits  wonld  be  high  or  low  in  proportion 
as  wages  were  high  or  low." 

Now  this  may  be  tme  witJt  respect  to  oom  and  agricnltnral 
produce,  becanee  that  is  produced  only  once  a  year ;  bat  it  is 
whoUy  nntme  with  respect  to  merchandise  in  which  the  retnms 
may  be  made  an  indefinite  number  of  times  in  the  year. 

"  Nothing  can  afiect  profits  bat  a  rise  in  wagee." — "  Profits 
dqiend  on  high  or  low  wages." 

**  ThoB  we  again  arrive  at  the  same  conclasion  which  we  have 
befi>re  attempted  to  estaldish : — that  in  all  oonntries,  and  at  aU 
times,  pn^ta  depend  on  the  quantity  of  labour  requisite  to  pro- 
vide necessaries  for  the  labourers,  or  t^at  land,  or  with  that  ctqiital 
which  yields  no  rent." 

We  can  imagine  that  this  doctrine  would  greatly  per|d6X  London 
traders. 

"  It  has  been  my  endeavour  to  shew  throaghout  this  work,  that 
the  rate  of  profits  can  never  be  increased  but  by  a  &11  in  wages, 
and  that  there  can  be  no  permanent  Ml  of  wages  but  in  conse- 
quence of  the  necessaries  on  which  wages  are  expended."  * 

"  Profits,  it  cariiiot  be  too  often  repeated,  depend  on  wages."  * 

Maltiius  says*  that  "Bicardo,  in  &ct,  has  founded  his  whole 
theory  of  profits,  which  has  been  considered  as  the  crowning  achieve- 
ment in  the  Science,  upon  the  rise  and  fell  in  the  value  of  wages." 

We  shall  E^ew  that  this  "crowning  achievement "  of  the  Science 
is  fbunded  upon  an  arithmetical  blander  so  gross  that  any  school- 
boy would  be  ashamed  of  it. 

8.  These  doctrines  are  develc^d  at  greater  length  by  McCnl- 
loch»— 

"  By  proJU  in  political  economy  is  meant  that  part  of  the  pro- 
duce, OT  the  value  of  the  produce,  obtained  by  the  employment  of 
c^iital  in  industrioas  ondertakings,  which  remains  to  its  em* 
■  FtiHdflu  llf  Faiitical  Emvmg,  A.  6.       *  Ibid.,  A.  7.       >  Ibid, 
*  D^iitiau  tjf  Mitieel  Setmomg,  f.  ■?. 
>  iToU  T  to  WeaUA  nf  SaHtm, 
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ployen,  after  repladng  the  capital,  or  ench  portion  of  it  as  may 
baTe  been  wasted  in  the  ondertakiiigH,  and  eret;  other  expense 
neceesaril;  incnrred  la  carryii^  them  on. 

"  The  rate  of  profit  is  Uie  proportion  which  the  amount  (tf 
profit  derived  from  an  undertaking  bears  to  the  capital  employed 
in  it.   .    .    ." 

After  describing  the  case  of  agricultural  capital  and  profits, 
in  which  we  have  already  said  the  doctrine  may  be  true,  because 
these  are  always  referred  to  the  standand  of  the  year,  he  goes 
on: — 

"  Now  in  this  case — and  this  case  is,  mula^  mulandie,  the  case 
of  ATery  man  engaged  in  business — ^it  is  obTious  tiiat  the  rate  of 
profit  may  be  raised  in  three,  bat  only  in  three,  ways — 

1.  By  industry  becomii^  more  productiTe. 

2.  By  a  reduction  in  the  rate  of  w^es. 

3.  By  a  reduction  in  the  amount  of  taxation. 

And  it  may  be  reduced  by  the  opposite  circomstances — 

1.  By  indnstry  becoming  less  productive. 

2.  By  a  rise  in  the  rate  of  wages. 

8.    By  a  rise  in  the  amount  of  taxation. 
Profits  camwl  be  affected  in  any  way  not  referable  to  one  or  other 
of  these  heads." — ^We  shall  see. 

4.  Malthns,  who  was  a  good  mathematician,  and  from  whom 
better  things  might  hare  been  expected,  commits  exactly  (he  same 
error.    He  saya^ — 

**  Pboftts  of  Stocs.  When  stock  is  employed  as  capital  in 
the  production  and  dlstribntiou  of  wealth,  its  profits  consist  of 
the  difi'erence  between  the  valne  of  the  capital  advanced  and  the 
valne  of  the  conmiodity  when  sold  or  used. 

"The  Rate  op  Peofit.  The  percentage  proportion  which 
the  value  of  the  profits  upon  any  capital  bears  to  the  value  of 
each  capitaL" 

Again' — "The  profits  of  capital  consiat  of  the  difference 
between  the  value  of  a  commodity  produced  and  the  value  of  the 
advances  necessary  to  produce  it,  and  these  advances  consist  of 
accomnlations  generally  made  up  of  wages,  rent,  taxes,  interest, 
and  profits. 

■  B^nitimt  qf  Politiail  Ecommy,  p.  340. 
'  Frme^Ut  of  Alittoal  Economy,  ek,  5. 
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"The  rate  of  profite  is  the  proportion  which  the  difference 
between  the  T&tne  of  the  commodity  prodaced  and  the  valae  of 
the  adyuicefl  necessary  to  [mxliice  it  bears  to  the  valne  of  the 
adrauoes.  tmien  the  value  of  the  product  ia  great  MHnpared  with 
the  ralne  of  the  adranoee,  the  excess  being  considerable,  the  rate 
of  profite  will  be  hi^.  When  the  value  of  the  product  exceeds 
but  litde  the  valne  of  the  advances,  the  difference  being  small, 
lite  rate  of  profits  will  be  low. 

"  The  varyii^  rates  of  profit,  therefbret  obvioosly  depend  upon 
the  canses  which  alter  the  propwtion  between  die  value  of  the 
advances  necessary  to  production  and  (he  value  of  the  product 
obtained." 

5.  Laetlj-  Mill,  who  we  might  naturally  have  expected  could 
not  &il  to  perceive  the  gross  and  palpable  blunder  of  preceding 
writers,  follows  in  the  same  strain  of  error  in  the  following  ei- 
eitracts^: — 

"  The  profits  of  stock  are  the  surplus  which  remains  to  the 
capitalist  after  replacing  Mb  capital  and  the  ratio  which  the  sur- 
plns  bears  to  the  capital  itself,  is  the  Bate  of  ProfiL    .    .    . 

"The  ratfi  of  profit  is  the  proportion  which  the  profit  bears  to 
the  capital  ...  In  short,  if  we  compare  the  price  paid  for 
labour  and  tools  with  what  that  labour  and  those  tools  will  produce, 
from  this  ratio  we  may  calcnlate  the  rate  of  profit.     .    .     . 

"  Profits,  then  (meaning  not  groee  profits  but  the  rate  of  profit), 
depend  (not  npon  the  price  of  labour,  tools,  and  materials— but) 
upon  the  ralao  between  the  price  of  labour,  tools,  and  materisls, 
and  the  produce  of  them.    .    .     . 

"  The  whole  of  the  snrplns,  after  replacing  w^es,  is  profits. 
From  this  it  seems  to  fi>llow  that  the  ratio  between  the  wages  of 
labour  and  the  produce  of  labour  gives  the  rate  of  profit.  And 
thus  we  arrive  at  Eicardo's  principle  that  profite  depend  on  wages ; 
rising  as  wages  &11,  and  falling  ae  wages  rise.    ... 

"  This  theory  we  conceive  to  be  the  basis  of  the  true  theory  of 
prtfitB.  ...  It  is  therefore  strictly  true  that  the  rate  of 
profita  varies  inversely  as  the  cost  of  production  of  wages.  Profits 
cannot  rise  unless  the  cost  of  production  of  wages  Ms  exactly  as 
much ;  nor  fall  unless  it  rises.    .    .    . 
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"  The  TariatioDB,  therefore)  in  the  rate  of  profits,  and  those  in 
tiie  ooBt  of  prodnctioii  of  wages,  go  hand  in  hand  and  are  in- 
separal^.  Ur.  Ricardo's  principle  th^  profits  cannot  rise  noless 
wages  taH,  is  strictly  true.    .    .    . 

"  The  only  expression  of  the  taw  of  profits  which  seems  to  be 
correct  is,  that  they  depend  npon  the  cost  of  prodnctlon  of  wages. 
This  most  he  reoeived  as  the  nltimate  principle.    ... 

"  The  rate  of  profite,  therefore,  tends  to  faa  £nm  the  following 
"  canses: — 

1.  An  increase  of  capital  beyond  poptdation  prodncii^  in- 
creased competitloB  for  labonr. 

S.  An  increase  of  population,  occasioning  a  demand  for  an 
ino-eased  quantity  of  food,  \rtuch  must  be  produced  at  a  greater 
cost. 

The  rate  of  profit  tends  to  rise  from  the  foUowing  causes : — 

1.  An  increase  of  population  beyond  capital,  producing  in- 
creased competition  for  employmeuL 

2.  Improvements  producing  increased  cheapness  of  necessaiiee, 
and  other  articles  habitually  oonsnmed  by  the  labourer." 

And  following  np  this  train  of  error,  he  says* — "  The  capitalist^ 
then,  may  be  assumed  to  make  all  the  advances,  and  reoeive  all 
the  produce.  His  profit  oonsJBts  of  the  excess  of  the  produce 
above  the  advanoes;  his  raU  of  profit  is  the  ratio  which  that 
excess  bears  to  the  amount  advanced. 

"  It  thus  appears  that  the  two  elements  on  which,  and  which 
alone,  the  gains  of  the  ct^italists  depend,  are  first  the  magnitude 
of  the  produce,  in  other  words,  t^e  productive  power  of  labour; 
and  secondly  the  proportion  of  diat  produce  obtained  by  the 
labourers  themselves ;  the  raino  which  the  remuneration  of  the 
labourers  bears  to  the  amount  they  produce.  These  two  thii^ 
form  the  data  for  determining  the  gross  amount  divided  as  profit 
among  all  the  capitalist  of  the  comitry ;  but  the  rale  of  projit,  the 
percentage  on  the  capital,  &c.    .    .    . 

"  We  thus  arrive  at  the  conclusion  of  Bicardo  and  others,  that 
the  rate  of  profits  depends  on  wages ;  rising  as  wages  &U,  and 
&Uii^  as  wages  rise.    .    .    . 

"  The  cost  of  labour,  (hen,  is,  in  the  language  of  mathematics, 
a  function  of  three  varialdes :  the  efScieni^  of  labour :  the  wages 
of  labonr  (meaning  thereby  the  real  reward  of  the  labourer) ;  and 
■  Ainc^plu  (/  AlitiMl  E(«iiom:f,.£.  II.,  A  IB,  {  B. 
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the  greater  or  lese  coBt  at  which  the  artiolee  compoeing  that  real 
reward  can  he  prodnced  or  procnred.  It  is  pltun  that  the  coet  of 
labour  to  the  capitalist  must  be  infiaenoed  by  each  of  thees  three 
eirciiinstaiices,  and  by  no  oUurt,  Theae,  thereforei  are  also  the 
cdrcQinfltances  which  determine  the  rate  of  profit ;  and  it  e<mtv>i 
bt  m  any  way  affected  except  ihrougk  one  or  other  of  them." 

6.  \fe  have  laid  these  long  extracts  before  om  readers  becatue 
the  method  of  estunatiiig  rate  of  prc£t  shewn  by  them  is  bo 
palpably  erroneous  that  we  might  ahnost  be  sopposed  to  be  mis- 
repnaentdng  the  doctrines  of  men  of  eminent  repntadon,  imleBS 
ve  produced  the  most  conclnsiTe  endence  of  the  &ct.  But  there 
it  is,  and  it  cannot  be  gainsaid.  Nor  is  it  a  mere  casnal  slip  which 
might  be  overlooked.  It  ta  of  the  greatest  practical  importcmce ; 
fw,  if  it  were  tme,  it  would  mean  that  Capital  and  Labour  are 
always  necessarily  antagoQistic  to  each  otJier ;  and  that  the  gain  of 
one  most  necessarily  be  accompanied  with  loss  to  the  other.  It 
was  precisely  this  melancholy  doctrine  of  Bicardo's — along  with  a 
sunilar  error  regarding  Rent,  and  the  aboard  doctrinea  of  Malthns 
on  Fq)nlation,  which  are  also  fimnded  on  a  most  manii^  arith- 
metical error — ^which  seemed  to  shew  that  tiie  state  of  society  most 
necessarily  deteriorate  with  the  increase  of  nnmbers,  that  led  a 
caustic  philosopher  of  the  present  day  to  nickname  Pohtical 
Economy  the  "  dismal  Science." 

Bat  a  very  few  sentences  will  dissipate  these  gloomy  ideas ;  and 
we  shall  shew  by  tiie  simplest  arithmetical  calculation  that  Profits 
and  Wages  may  very  wdl  rise  together. 

Suppose  the  -coital  advanced  is  £100,  and  the  I^fit  is 
£20. 

Then  if  the  Profit  be  made  in  a  year  the  Bate  of  Profit  is  evi- 
dently 20  per  cenL  per  annum. 

If  Uie  Pn^  be  made  in  a  twnth,  ihe  Bate  of  Profit  is  evidently 
240  per  cent,  per  armum. 

If  tiie  Pn^t  be  made  in  a  axek,  the  Bate  of  Profit  is  evidently 
1,040  per  cent,  per  annum. 

If  tlie  Profit  be  made  in  a  day,  the  Bate  of  Profit  is  evidently 
7,300  per  cent,  per  annum. 

We  presnme  that  this  is  so  clear  that  no  one  can  dispute  it.  We 
shall  now  test  the  doctrines  of  Bicardo,  McGulloch,  Malthns,  and 
Mill  tfj  tjiese  plain  arithmetical  mles.    It  will  have  been  seen  Qtat 
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they  repeatedly  declare  that  (he  Bate  of  Profit  can  by  no  posaibilitj 
be  increased  except  by  a  diminntion  of  Wages. 

Xow  let  na  sappoee  that  the  Capital  advanced,  inclndii^  Wages, 
be  £100,  and  the  actual  Profit  be  £20:  then  if  it  be  made  in  a 
year,  it  is  Profit  at  the  Bate  of  20  per  cent,  per  annum  ,■  if  made 
in  a  month,  it  is  Profit  at  the  Bate  of  240  per  cenL  per  annum; 
if  made  in  a  week,  it  is  Profit  at  the  Rate  of  1,040  per  cent,  per 
annum;  and  if  nude  io  a  day,  it  is  Profit  at  the  Bate  of  7,300 
per  cent,  per  annum, 

ThoB  we  eee  by  the  meet  simple  arithmetical  calcniation,  that 
BOppoBing  the  Capital  and  actual  Profits  to  remain  exactly  the 
same,  the  Bate  of  Profit  may  be  eoormonsly  increased  by  the 
accelerated  rapidity  with  which  the  Profits  are  made. 

And  similarly  if  the  Capital  and  actual  Profits  remained  the 
same,  the  Bate  of  Profit  might  be  immensely  diminished  by  a 
retardation  of  the  periods  in  which  they  were  made. 

7.  So  also  it  is  quite  easy  to  shew  that  wages  may  be  in- 
creased, and  the  actual  profit  diminished,  and  yet  the  Bate  of  Profit 
greatly  increased. 

Suppose,  as  before,  the  Capital  is  £100,  and  the  Profits  £20. 
made  in  a  year. 

Suppose  that  the  period  of  makii^  the  Profit  is  reduced  to  a 
month,  then  the  Bate  of  Profit  is  240  per  cent,  per  annum. 

Suppose  that  in  consequence  of  making  the  greater  Bate  of 
Profit,  the  capitalist  adrancea  wages  £5.  Then  cost  of  prodnction 
is  £105,  and  the  Profit  is  £15  made  in  one  month ;  or  nearly 
14'3  per  cent,  per  month :  which  is  Profit  at  the  Bate  of  more 
than  167  per  cent,  per  annum. 

Suppose  a  still  more  accelerated  sale,  and  let  the  trader  make  the 
Profit  in  one  day :  then,  as  we  have  seen  above,  that  is  Profit  at 
the  Bate  of  7,300  per  cent,  per  annum. 

Suppose  that  the  trader,  in  consequence  of  this  greatly  increased 
Bate  of  Profit,  raises  wages,  so  that  cost  of  production  amounts  to 
£110.  Then,  with  an  outlay  of  £110,  he  makes  a  Profit  of  £10 
in  one  day ;  being  more  than  0  per  cent,  per  day :  or  at  the  Bate 
of  -more  than  8,818  per  cent,  per  annum. 

Hence,  while  price  remains  exactly  the  same,  Wages  may  be 
Gon^derably,  and  Bate  of  Profit  be  enormously,  increased  by  the 
simple  acceleration  of  the  periods  of  return. 
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So  also  these  cases  may,  of  connie,  be  revened.  The  price  may 
lemain  t^e  same,  the  wages  diminiiibed,  the  actual  Profits  increased, 
and  yet  the  Bate  of  Profit  enormonalj  dimmtahed,  by  the  Bimple 
TetaidatioiL  of  the  periods  of  sale. 

Bo  also  the  price  may  be  redooed,  and  wages  increased,  and 
therefore  the  actual  Profit  redooed,  both  by  an  increase  of  wages 
and  a  rednctioa  of  price,  and  yet  (he  Rate  (^  Profit  greatly  iu- 
creased. 

Soppoae  that  in  the  last  case  the  trader,  in  conseqaence  of  c(»n- 
petition,  or  for  any  other  reason,  reduces  the  price  by  £5,  so  that, 
as  before,  wages  come  to  £110 ;  then  actual  Profits  aro  £5 :  this 
vDold  still  be  Profits  at  the  Bate  of  l'M5  per  cenL  per  daif;  or 
more  than  1,659  per  cent,  per  annum. 

Thns  it  is  clearly  proved  that,  by  the  simple  acceleration  of  Uie 
T^iidity  of  sale.  Price  may  be  reduced.  Wages  may  be  ino-eased, 
a(Aaal  Profit  be  rednced,  and  yet  the  Bat«  of  Pn^t  ina-eased : 
that  is,  that  the  CnAtomer,  Uie  Capitalist,  and  the  Workman  may 
all  gain  together;  and  of  conise  e  converto  they  may  all  lose 


There  may,  thereforo,  be  a  solidarity  of  interests  between  Cua- 
tomer,  Capitalist,  and  Workman ;  and  not  a  necessary  antagonism, 
according  to  the  doctrine  of  Bicardo  and  bis  followers.  Of  course 
diferent  results  may  happen  in  other  cases;  and  in  these  the 
Bicardian  doctrine  may  l^ve  an  appearance  of  truth :  but  what  we 
wanted  to  shew  is  that  these  writers  hare  entirely  <Hnitt«d  the 
most  potent  method  of  increasing  the  Bate  of  Profit ;  and  thus  the 
^oomy  views  of  the  pn^ress  of  society  aro  dissipated  by  the 
simple  rectification  of  an  arithmetical  definition. 

The  current  doctrine  of  Eoonomists  is,  that  Bate  of  Profit  varies 
directly  as  the  excess  of  the  Profit  above  the  Cost  of  Prodncti(H), 
whereas  the  troe  doctrine  is — 

Rate  of  Pbotit  varies  directly  as  the  excess  of  the  Profit 
above  the  Cost  of  Production,  and  inversely  as  the  Time  in  which 
it  is  made. 

8.  Economists  have  adopted  this  manifest  error  from  the  usage 
of  traders.  When  a  banker  charges  his  cnstomer  Interest  or 
Discount  on  an  advance,  the  rate  per  cent,  and  per  annum  is 
always  agreed  upon,  and  the  castomer  pays  a  sum  according  to  the 
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the  dme  of  the  advance.  Bat  when  a  trader  bays  goods  from  a 
wholesale  dealer,  he  simplj  adds  on  to  the  goode  a  percentage  on 
the  wholesale  price,  and  makee  no  difference  whether  he  sells  tbo 
next  da;,  the  next  week,  or  the  next  montJi ;  and  he  erroneoogly 
calls  that  adrance  his  Bate  of  ProGt.  And  to  shew  how  an  appa- 
rently very  moderate  actual  Profit  is  a  high  Rate  of  Profit  we  may 
take  two  examples. 

A  retail  bookseller  is  entitled  by  the  custom  of  trade  to  a 
rednction  of  35  per  cent,  off  the  published  price  of  a  work.  Many 
retail  booksellers  offer  to  obtain  any  book  for  their  customers  at  a 
discount  of  20  per  cent,  off  the  published  price.  Suppose  the  book 
is  ordered  one  day  and  paid  for  the  next  day.  The  customer  is 
pleased  at  getting  the  book  so  cheap,  and  no  one  grudges  the 
bookseller  his  apparently  very  modest  profit  of  5  per  cent.  I^et 
us  now  see  what  his  Bate  of  Profit  is.  By  such  an  operation  he 
gains  a  Pn^t  of  5  per  cent,  on  three-fourths  of  the  price  of  the 
book,  which  is  an  actoal  Profit  of  6'666  per  cent,  made  in  a 
dot/!  which  is  at  the  Bate  of  mcae  than  3,483  per  cent,  per 
annum.  Tradeis  complain  when  bankers  chai^  6  per  cent,  by 
the  year;  what  wonld  they  say  if  a  banker  charged  6  per  cent, 
per  day  7 

Even  if  the  bookseller  made  only  1  per  cent,  profit,  that  wonld 
still  be  at  the  Bate  of  365  per  cent,  per  annnm.  What  would  be 
said  of  a  banker  who  made  such  a  profit  ? 

A  coetennonger  bnys  baskets  of  strawberries  in  Covent  Garden 
Market  at  2^,  and  sells  them  the  same  afternoon  at  3d.  Every 
one  would  call  that  an  extremely  moderate  profiL  Yet  it  is  a 
profit  of  one-eleventh  part,  or  more  than  9  per  cent,  per  day, 
which  is  a  Bate  of  Pn^t  of  more  than  8,300  per  cent,  per  annum. 

Thus,  when  trading  Profits  are  brought  to  the  test  of  arithmetic, 
they  present  results  which  may  startie  some  persons.  Traders 
jnst  phtce  a  certain  advance  of  price  on  their  goods,  and  they 
invariably  call  that  advance  the  Bate  of  Profit,  thns  throwing 
great  obscurity  and  misconception  over  the  subject  Bat  certainly 
profoesed  writers  on  Eccmomica  should  have  paxseived  this  fitUacy, 
and  rectified  it. 

9.  &nith  says' — "Apothecaries'  profit  is  become  a  by-WOTd 
denoting  something  nncommonly  extravagant.    This  great  appa- 

■  WidUk  nf  JValMni,  B.  I.,  tk.  10. 
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rent  profit,  however,  ie  freqneiitl]'  no  more  tiian  the  reafionable 
wttgee  of  laboTir,  The  skill  of  on  apothecary  is  a  mach  nicer  and 
more  delicate  matter  than  that  of  any  artificer  whateTer;  and 
the  trost  which  is  repoeed  in  him  is  of  mnch  greater  import- 
ance. He  IB  the  phjaiciBn  of  the  poor  in  all  caaes,  and  of  the  rich 
where  the  dietrees  or  danger  is  not  very  great.  His  rewfffd,  there- 
fore, ought  to  be  Kiitable  to  his  skill  and  his  trost,  and  it  arises 
generally  titan  the  price  at  which  he  Bells  his  drnga.  Bnt  the 
whole  drags  whidi  the  best  employed  ^lothecary  in  a  large  mai^t 
town  will  sell  in  a  year  may  not  perh^  cost  him  above  thirty 
or  fbtt;  pounds.  Though  he  should  sell  them,  therefore,  for 
three  or  four  hundred,  or  perhaps  at  a  thoosand  per  cent,  profit, 
this  may  be  frequently  no  more  than  the  reasonable  wages  of  his 
labom-,  charged  in  the  only  way  in  which  he  can  chaise  them, 
upon  the  price  of  his  drnga.  'Die  greater  part  of  Qie  apparent 
pn£t  is  real  w^es,  dlagaiBed  in  the  garb  of  profit. 

"  In  a  small  seaport  town,  a  little  grocer  will  make  fbrty  or 
fifty  per  cenL  upon  a  stock  of  a  single  hundred  pounds,  while  a 
considerable  wholesale  merchant  in  the  Bame  place  will  scarce  make 
eight  or  ten  per  cent,  upon  a  stock  of  ten  thousand.  The  trade  ot 
the  grocer  may  be  neceBsary  for  the  conveniency  of  the  inhabi- 
tants, and  the  narrowness  of  the  market  may  not  admit  the  em- 
ployment of  a  larger  capital  in  the  business.  The  man,  however, 
most  not  only  live  by  his  trade,  bat  live  bj  it  suitably  to  the 
qualificaUons  which  it  requircB.  Besides  posBesaing  a  little  capi* 
tal,  he  must  be  able  to  read,  write,  and  account,  and  must  be  a 
tolerable  jndge  too  of,  perhi^iB,  fifty  or  sixty  different  sorts  of 
goods,  their  prices,  qualities,  and  the  markets  where  they  are  to  be 
had  cheapest.  He  must  have  all  the  knowledge,  in  short,  that  is 
necessary  fac  a  great  merchuit,  which  nothing  hinders  him  from 
beooming  bnt  the  want  of  a  Buficient  capital.  Thirty  or  forty 
pounds  a  year  cannot  be  considered  as  too  great  a  recompense  for 
tiie  labonr  of  a  person  so  accomplished.  Deduct  this  from  the 
seemingly  great  profits  of  his  capital,  and  httle  more  will  remain, 
periiaps,  than  the  ordinary  profite  of  stock.  The  greater  port  of 
the  apparent  profit  is,  in  this  case,  too,  real  wages." 

What  Smith  says  in  the  cases  of  the  apothecary  and  the  grocer 
is  true  to  a  certain  extont,  hot  not  wholly  so.  The  skill  necessary 
to  carry  on  a  druggist's  or  a  grocer's  bonness  is  probably  not  more 
diffictilt  to  acquire  than  that  required  in  many  other  trades.    Bnt 
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they  deal  in  inuneiiBelj  smaUer  snins.  The  druggist  probably  sells 
for  a  ahilling  dmga  which  coat  him  a  farthing.  This  apparently 
enonnooB  pn^t  is  simply  the  neceesary  oonseqneoce  of  the  exceed- 
ingly mmate  Bmns  in  whidi  he  deals.  When  a  trader  deals  with 
lai^e  stuns  he  can  live  npon  a  profit  of  5  per  cent,  per  day,  or  len. 
Bnt  when  the  Bums  he  deals  in  are  pence  and  half-pence,  the 
profit  most  be  enonnooB  to  enable  bim  to  live.  Now,  peq>le 
do  not  require  medicine  by  pounds'  worths,  bnt  by  ha'p'orths 
and  pennyworths,  and  hence  this  enonoons  profit  is  abaolntely 
necesBoiy  to  enable  the  trade  to  exist. 

10.  Pereons  who  engage  in  trade  most  live  by  their  trade ; 
tliey  mnst,  therefore,  necessarily  chai^  their  cnstomeis  each  prices 
as  will  enable  them  in  the  long  nm  to  sapport  themselTes  oat  of 
tbe  profits.  Hence,  when  transactions  are  very  trifling  in  nnmbra 
and  magnitude,  they  mnst  charge  reij  high  prices  in  order  to 
enable  them  to  Uye.  Bnt  when  the  transactions  increase  in  mag- 
nitude and  number,  they  are  enabled  to  reduce  the  profits  tqwn 
each,  and  lower  their  price.  It  is  this  circmnat&nce  that  compels 
small  shopkeepers  in  rord  districts  to  charge  such  high  prices  ftx 
their  goods,  to  tlie  great  indignatioa  of  many  well-meaning  bnt 
unreflecting  persons.  It  is  not  uncommon  to  hear  sach  persons 
exclaim  against  what  they  call  the  extortionate  charges  of  country 
shi^keepers,  quite  forgetting  that  if  the  traders  cannot  make  a 
living  out  of  Uieir  business,  they  must  give  it  up  altogether,  and 
the  people  be  totally  deprived  of  the  convenience. 

It  has  sometames  happened  that  gentlemen  having  plenty  of 
other  means  to  back  tiiem,  have  eetaldished  rival  shops  for  the 
eqtresB  purpose  of  beating  down  the  prices  of  the  countiy  sh<^ 
keepers.  The  consequence  has  been  that  the  traders  who  had 
nothing  bnt  their  business  to  support  them  have  been  mined,  the 
gentleman  in  procesB  of  time  either  got  tired  of  his  whim,  or  for 
other  reasons  abandoned  it,  and  the  germ  of  a  nascent  trade  in  a 
district  destroyed,  a  pregnant  example  of  the  Spanish  prov^b, — 
"  HeU  is  paved  with  good  intentions." 

11.  There  can  be  nothing  more  mischievous  or  injurious  to  a 
trade  than  for  persons  to  interfere  with  it  who  are  not  regularly 
engf^ed  iu  it.  Mr.  Laing  mentions  a  very  remarkable  instance  of 
this  at  Drontheim'^ — "  I  was  surprised  on  inqniring  at  the  only 

■  £aideaee  m  Xiimaji,  p.  7B.    3Vas«R«n'  Librarg. 


tzsd  by  Google 


|»-ia.l  TBADB  PBOFITS.  47 

bookseller'^  shop,  for  a  New  Testament  in  the  Norwegian  tongne, 
to  find  that  he  kept  none ;  I  thought  at  first  he  had  misnnderBtood 
me,  bnt  really  foond  he  did  not  keep  any  of  late  years.  As  he 
mideistood  German,  I  asked  tiim  how  in  a  population  of  12,000 
people,  the  only  bookseller  kept  no  stock  of  Testaments  and 
Bibles ;  he  said  that  comitty  booksellers  did  not  find  it  amwer,  as 
the  Bible  Society  in  London  had  once  sent  ont  a  stock  which  were 
Bcdd  mnch  lower  than  the  trade  could  afford,  and  it  was  only  after 
the  Society's  Bibles  were  sold  that  they  conld  get  clear  of  what 
Uiey  had  on  hand;  hence,  they  conld  not  Tentore  to  keep  any 
now.  It  is  plain  if  any  benevolent  society  were  to  supply  a  parish 
with  boots  and  shoes  below  prime  cost,  until  tdi  the  shoemakers  in 
the  parish  had  turned  to  other  employments,  the  parish  would  soon 
be  barefooted,  and  that  they  would  do  more  harm  than  good  unless 
they  had  fonds  to  continue  the  supply  for  ever.  This  bookseller, 
a  very  reepectable  man,  hud  no  stress  upon  the  circumstance,  but 
simply  explained  it  as  he  might  have  answered  any  other  inquiiy 
about  books ;  and  a  bookbinder,  whom  I  afterwards  saw,  gave  me 
the  same  reason.  Men  of  the  first  ctqiadty  are  connected  with 
our  societies  for  the  distribution  of  the  Scriptures,  and  it  may  well 
deserve  their  connderation  whether  sach  distributions  may  not,  in 
the  long  run,  do  more  harm  than  good.  If  the  ordinary  mode  of 
supplying  human  wants,  by  affording  a  foir  remuneration  to  those 
who  bring  an  article  to  where  it  is  want«d,  be  invaded,  they  may 
be  interfering  with,  and  stopping  up  the  natoral  channel,  by 
which  society  must  in  the  long  run  be  snpphed  with  religions 
books." 

13.  Hence,  we  see  that  when  transactions  are  few  and  paltry, 
prioee,  and  the  profits  upon  each,  must  be  high,  and  that  a  multi- 
plication of  transactions,  and  an  increase  of  their  amoimt,  has  a 
tendency  to  lower  prices.  Nowhere  are  rents  so  high  as  in  the 
City  of  London ;  and  nowhere  are  prices  for  ordinary  goods  so 
moderate.  Goods  in  the  City  are  in  many  cases  twenty-five  per 
cent,  cheaper  than  in  the  suburbs,  and  this  is  not  entirely  the 
resnlt  c^  competition,  which  is  equally  active  in  the  one  as  in  the 
other,  bnt  is  the  resnlt  of  the  great  number  and  magnitade  of 
their  bansactaons.  The  profits  upon  each  transaction  are  mndi 
less  than  a  country  shopkeeper  receives ;  bnt  it  is  found  that  a 
small  profit  npon  a  large  and  rapid  circulation  of  commodities 
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leads  mndi  fiiater  to  opulence  than  a  large  profit  upon  a  Blow  and 
nnall  circnladon,  Instead  of  the  grasping  rapadtj  which  formeiiy 
used  to  make  as  great  a  profit  as  poeaible  i^n  each  transaction, 
modern  e:q>erience  demonstrstes  that  the  trne  azioni  of  trade  is 
emaUproJUt  and  guick  returtu.  Baooa  saw  clearlj,  what  has  been 
fer  too  mach  overlooked  by  writeni  on  Political  Eoonomy,  that  the 
freqoency  of  retnrna  is  of  for  more  conseqaence  than  tite  magni- 
tude of  each  case  of  profit  "  The  proverb  is  tme  that  light  gains 
make  heavy  pnrsea,  for  light  gains  come  tJiick,  whereas  great 
come  bnt  now  and  tiien."' 

18.  It  is  onqneetlonably  tme,  that  a  very  rapid  sale,  accom- 
panied hj  an  nnlimited  supply,  has  the  e^ct  of  lowering  prices, 
even  where  the  cost  of  production  is  increased.  As  a  hnuUar 
instance,  we  may  take  the  Eares  of  cabs  in  London  and  the  pro- 
vinces. Cabs  are  mxpence  a  mile  in  London,  bnt  much  higher  in 
all  provincial  towns.  Now,  the  cost  of  maintaining  cabs,  feeding 
hemes,  rent  of  stables,  &c.,  is  mnch  higher  in  Ixmdon  than  in 
the  provinces.  And,  therefore,  according  to  the  notion  that  cost 
of  production  regulates  value,  the  fares  ought  to  he  much  higher. 
But  the  f^  is,  the  demand  for  cabs  is  much  greater  in  London 
than  in  the  country.  A  London  cabby  gets  many  more  &re8  than 
his  provincial  brother.  Thus  the  retums  are  made  so  much  more 
quit^y,  that  a  mnch  greater  amount  of  profit  is  made  in  the 
same  time,  and  fares  adjost  QiemBelves  to  that. 

U.  It  is  because  no  single  trade  is  snfficient  to  occupy  a  man's 
time,  or  gain  him  a  livelihood,  that  dealers  in  oonntiy  districts, 
and  in  the  commencement  of  trade,  are  obliged  to  unite  so  many 
different  kinds  of  bosiness.  At  a  small  watering  place  in  England 
we  saw  the  prospectus  of  a  tradesman  who  united  thirty-sis  kinds 
of  trade.  As  population  and  wealth  increase  there  are  more 
demands  in  each  of  these  different  kinds  of  business,  and  the 
trader  finds  that  he  can  gun  a  living  by  confining  himself  to  a 
f^wer  number.  At  last  every  one  confines  himself  to  a  single 
business,  beii^  able  to  make  a  livelihood  out  of  it.  Thus  also  in 
the  rise  of  the  arts,  Michael  Angelo  was  scniptor,  painter,  architect 
and  engineer.  Qradnally  these  employments  disintegrate.  Not 
only  in  time  each  man  confines  himself  to  a  single  trade,  but  even 
'  Suagi :  Of  CttnemainH  and  Setpttt*. 
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to  one  small  department  of  a  trade.  Kach  department  of  trade 
Beparatee  itself  into  a  diBtinct  employment.  This  is  also  the  case 
in  the  sciences  as  soon  as  th^  attain  a  certain  magnitnde.  Not 
only  in  modem  times  do  men  devote  themselveB  to  a  single  science, 
bnt  in  many  cases  a  single  branch  of  that  science  is  sufficient  to 
employ  a  lifetime.  So  also  in  the.  proFeasions.  Men  become 
oci^iste,  auriate,  dentists.  This  is  that  principle  of  the  separation 
of  employments  which  has  long  been  observed  by  Economists, 
and  which  Smith  calls  the  "  division  of  labour  "  with  which  he 
has  commenced  his  work,  bnt  which  comes  more  naturally,  we 
think,  in  a  subsequent  stage  of  the  inqniry,  and  which  we  have 
more  ftdly  considered  in  a  future  chapter. 

15.  It  is  often  said  tliat  Profits  tend  to  an  equality.  "  It  will 
be  admitted,"  says  Senior,'  "that  in  the  absence  of  disturbing 
canaea,  the  Bate  of  Profit  in  all  employments  of  Capital  is  eqnal." 
Even  if  it  were  admitted  that  there  may  be  a  tendency  to  equalise 
actual  profits,  the  difference  of  the  time  in  which  profits  are  made 
completely  destroys  all  equality  in  the  Rate  of  Profit.  If  an  active 
and  poshing  tradesman  manages  to  effect  sales  with  greater 
rapidity  than  his  neighboure  he  increases  his  Kate  of  Profit 
enormously.  In  fact  soch  a  person  oitem  begins  his  business 
hj  lowering  his  prices,  in  order  to  increase  the  rapidity  of  the  sale 
of  his  goods. 

16.  Moreover,  this  doctrine  of  the  equality  of  Profits  is  de- 
ce|^ive  in  another  sense.  Smith  says^^ — "  The  increase  of  stock, 
■which  raises  wages,  tends  to  lower  [actual]  Profit.  When  the 
stocks  of  many  rich  merchants  are  turned  into  the  same  trade, 
their  mutual  competition  naturaUy  tends  to  lower  its  profit,  and 
when  there  is  a  like  increase  of  stock  in  all  the  different  trades 
carried  on  in  the  aatne  society,  the  same  competition  must  produce 
the  same  effect  in  them  all.     ... 

"  It  generally  requires  a  greater  stock  to  carry  on  any  sort  of 
trade  in  a  great  town  than  in  a  country  village.  The  great  stocks 
employed  in  every  branch  of  trade,  and  the  ntunber  of  rich  com- 
pedtors,  generally  rednce  the  Bate  of  Profit  in  the  former  below 
what  it  is  in  the  latter.  Bnt  the  wages  of  labour  are  generally 
hi^er  in  a  great  town  than  in  a  country  village.    In  a  tliriving 
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town  the  people  vbo  have  great  stocks  to  employ,  ft^nently 
cannot  get  the  nninlKT  of  workmen  they  want,  and  therefore  bid 
against  one  another,  in  order  to  get  as  many  as  they  can,  which 
laiaes  the  wages  of  labour,  and  lowers  the  profits  of  stock.  In 
the  remote  parta  of  the  country  there  is  frequently  not  stock 
sufBcicnt  to  employ  all  the  people,  who  therefore  bid  against  one 
another  in  order  to  get  employment,  which  lowers  the  wages  of 
labonr,  and  raises  the  profits  of  stock." 

Thifl  acconnt  of  Smith's  ia  so  perfectly  true,  and  so  obyions  to 
any  one  who  has  practical  knowledge  of  the  subject,  that  it  seema 
impossible  that  any  one  could  contest  it.  Yet  it  has  been 
vehemently  denied  by  McCulloch,  following  Ricardo,  and  Mill. 
But  as  we  have  shewn  that  neither  of  these  writei^  can  even  give 
a  correct  definition  of  the  term  Rate  of  Profit,  it  will  be  fonnd 
that  their  criticisms  are  not  worth  very  much. 

We  have  seen  above  that  Ricardo  asserts  that  "  Profits  depend 
on  the  quantity  of  labonr  requisite  to  provide  necessaries  for  the 
laboorers,  on  that  land  or  with  that  capital  which  yields  no  rent," 
McCulloch,  who  adopts  everything  in  Ricardo  without  the  slightest 
critical  discernment,  affirms  that' — "profits  are  reduced  in  an 
advanced  stage  of  society  because  the  quantity  of  produce  is 
dminishsd,  and  because  the  labourers  get  a  larger  share  of  this 
diminiBhed  quantity. 

"  The  theory  of  Dr.  Smith,  as  to  the  circumstanccB  which  de- 
termine the  rate  of  profit,  dificrs  widely  from  the  above.  He 
seems  to  have  had  no  idea  of  the  f^iudamental  principle  of  the 
decreasing  productiveness  of  the  capitals  successively  applied  to 
the  soil ;  and,  not  imagining  that  there  was  any  natural  cause  why 
the  produce  obtained  by  the  outlay  of  equal  amounts  of  capital 
and  labonr  should  ever  be  diminished,  he  supposed  that  profits 
were  lowered  through  the  eompelition  of  capitalists ;  that  when 
capital  increased,  the  undertakers  of  different  businesses  became 
anxious  to  encroach  on  each  other ;  and  that  in  order  to  attain 
their  object,  they  offered  their  produce  at  a  lower  price,  and  gave 
higher  wages  to  their  workmen. 

"  But  though  at  first  view  this  theory  t^pears  snffidendy 
plausible,  it  will  not  bear  the  least  examination.  It  is  easy  to 
gee  that  ampeHtion  cannot  oceation  a  general  fall  of  profile.  All 
that  competition  can  do,  and  all  that  it  ever  does,  is  to  reduce  the 
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profitB  obtamed  in  different  bnaineases  and  emploTmente  to  the 
Mine  common  level,  to  prerent  particular  individuals  realising 
greater  or  lesser  profits  than  Hieir  neighbonrs.  Farther  than  this 
oompetition  cannot  go.    ,    .    . 

"  Hence  it  appears,  that  that  &11  in  the  rate  of  pn^t  that  is 
iuTsriabl;  obeerred  to  take  place  as  society  advances,  is  not  owing 
to  an  intrease  of  capital,  or  to  the  competition  consequent  npon 
that  increase,  bnt  to  an  inability  to  employ  capital  (I)  from  a 
decrease  in  the  fertility  of  the  soils  to  which  recourse  must  be 
had,  or  (2)  from  a  rise  of  wages,  or  (3)  from  an  increase  of  tasa- 


17.  8o  Mill,  who  is  an  equal  idolater  of  Kicardo,  follows  in 
the  same  strain ' — "  The  tendent^  of  profits  to  fall  as  eodety 
advances,  which  has  been  brought  to  notice  in  the  preceding 
diapter,  was  early  recognised  by  writers  on  industry  and  com- 
merce ;  bnt  the  laws  which  govern  profits  not  being  then  under- 
stood, the  phenomenon  was  ascribed  te  a  wrong  cause.  Adam 
Smith  considered  profits  to  be  determined  by  what  he  called  the 
competition  of  capital ;  and  concluded  that  when  capital  increased 
Utis  competition  mnst  likewise  increase,  and  profits  mnst  fall." 
Alter  quoting  &x>m  Smith  as  above,  Mill  continues — "  This  passago 
would  lead  ns  to  infer  that  in  Adam  Smith's  opinion  the  manner  in 
which  the  competition  of  capital  lowers  profits  is  by  lowering 
price ;  that  being  usnally  the  mode  in  which  an  increased  invest- 
ment of  capital  in  any  particular  trade  lowers  the  profits  of  thai 
tiade.  Bat  if  this  was  his  meaning,  he  overlooked  the  circum- 
stance that  tbe  fall  of  price,  which  if  confined  to  one  commodiQ' 
really  does  lower  the  profits  of  the  producer,  ceases  to  have  that 
effbct  as  Bcx>n  as  it  extends  to  all  commoditaes  ;  because  when  all 
thii^  have  fallen,  nothing  has  really  fallen  except  nominally; 
ftnd  even  computed  in  money  the  expenses  of  every  producer  have 
diminished  as  much  as  his  retnms.  Unless,  indeed,  labour  be  the 
me  commodity  which  has  not  fallen  in  money  price,  when  all  other 
UiingB  have :  if  so  what  has  really  taken  place  is  a  rise  of  wi^;eB ; 
and  it  is  tliat,  and  not  a  &11  of  prices,  which  has  lowered  the 
profibB  of  capital.  There  is  another  thing  which  has  escaped  the 
notice  of  Adam  SmiUi ;  that  tlie  supposed  universal  foU  of  prices 
through  increased  competition  of  capita  is  a  thing  which  cannot 
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take  place.  Prices  are  sot  determined  l^  the  competition  of  tbe 
aelien  only,  bnt  also  by  that  of  the  bnyers ;  by  demand  as  well  as 
snpply.  The  demand  which  affects  money  prices  cooaiete  of  all  the 
money  in  the  hands  of  the  commnnity  destined  to  be  laid  oat  in 
commodities ;  and  as  long  as  the  proportioi)  of  this  to  the  com- 
modides  is  not  diminished  there  is  no  fall  of  general  prices.  Now, 
howBoeveT  coital  may  increase  and  give  rise  to  an  increased  pro- 
dnction  of  commodities,  a  foil  share  of  the  capital  will  be  drawn 
to  the  bosinesB  of  prodocing  or  importing  money,  and  the  quantig 
of  momy  will  be  augmented  in  an  equal  ratio  with  tbe  quantity  of 
oonunodities.  For  if  this  were  not  the  case,  and  if  money,  tlieie- 
fore,  were  as  the  theory  supposes  perpetually  acquiring  increased 
purchasing  power,  those  who  produced  or  imported  it  would  obtain 
constantly  increasing  profits ;  and  this  could  not  happen  without 
attracting  labour  and  capital  to  that  occupation  from  other  em- 
ployments. If  a  general  faU  of  prices,  and  an  increased  Tslne  of 
money  were  really  to  occur,  it  could  only  be  as  a  conseqaence  of 
increased  cost  of  production,  and  from  the  gradual  exhaostiou  of 
the  mines. 

"  It  is  not  tenable,  therefore,  in  theory,  that  the  increase  of 
capital  produces,  or  tends  to  produce,  a  general  decline  of  money 
prices.  Neither  is  it  true  that  any  general  dedine  of  prices  as 
ca^tal  increased  has  manifested  itself  in  fact.  The  only  things 
observed  to  &11  in  price  with  the  progress  of  society  are  those  in 
which  there  have  been  improvements  in  production  greater  than 
have  taken  place  in  the  production  of  the  predous  metals,  ss,  for 
exunple,  all  spun  and  woven  fabrics.  Other  things,  again,  instead 
of  &lling,  have  risen  in  price,  because  their  cost  of  production, 
compared  with  that  of  gold  and  silver,  has  increased.  Amoi^ 
these  are  all  kinds  of  food,  comparison  being  made  with  a  much 
earUer  period  of  history.  The  doctrine,  therefore,  that  competition 
of  capital  lowers  profits  by  lowering  prices  is  incorrect  in  fiict  as 
well  as  nnsonud  in  principle. 

"  But  it  is  not  certain  that  Adam  Smith  really  held  Uiat  doc- 
trine ;  fi>r  his  language  on  the  subject  is  wavering  and  unsteady, 
denoting  the  absence  of  a  definite  and  well-digeBt«d  ojnnioo. 
Occasionally  be  seems  to  think  diat  the  mode  in  which  Uie  com- 
petition of  capital  lowers  profits  is  by  raising  wages.  And  when 
({>eaking  of  the  rate  of  profit  in  new  colonies  he  seems  on  the 
very  verge  of  grasping  the  complete  theory  of  the  subject,  <  as  the 
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colony  mcreaaes  the  profits  of  stock  gradnatlf  diminish.  When 
the  meet  fertile  and  best  situated  lands  have  beeu  all  occupied  less 
profit  can  be  made  by  the  cultivation  of  what  is  inferior  both  in 
seal  and  dtoation.'  Had  Adam  Smith  meditated  longer  on  the 
subject,  and  Bystematised  his  TiewB  of  it  by  harmonising  with  each 
oth^  the  varions  glimpses  which  he  caught  of  it  firom  di&rent 
points,  he  would  have  perceived  that  this  last  is  the  trae  cause  of 
the  tsU  of  profits  usually  consequent  upon  increase  of  capital." 
Mill  also  says  Chalmers's  ideas  are  "  more  decidedly  infected  with 
the  often-refuted  notion  that  the  competition  of  capital  lowers 
general  prices." 

18.  On  this  subject  Smith  is  undoubtedly  in  the  right  and 
his  assailants  in  the  wrong.  Any  one  who  has  the  slightest 
knowledge  of  commerce  wonld  laugh  at  the  notion  that  the  com- 
petition of  capital  does  not  prodnce  a  fall  of  prices  and  profits. 
Any  trader  in  the  City  of  Ixindon  would  say  that  the  competition 
is  so  strong  that  every  one  is  obhged  to  sell  at  the  lowest  price 
and  the  smallest  profit. 

The  whole  of  this  extraordinary  doctrine  is  based  upon  Ricardo's 
fundamental  &llacy  that  profits  depend  on  the  worst  land  in 
cnltivation,  or,  as  McCnIloch  says,  profits  are  only  reduced  by 
diminishing  production,  t.  e.,  qnantitj  of  prodnce  detained, 

It  is  perfectly  manifest  that  this  is  only  the  reappearance  of  the 
ftmdamental  feilacj  of  Ricardo's  Theory  of  Rent,  which  says  that 
it  is  bringing  inferior  land  into  cultivation,  and  expending  more 
labour  on  its  production,  which  raises  the  price  of  com,  whereas, 
as  Bicardo  has  himself  elsewhere  said,  that  it  is  precisely  the 
reverse,  as  we  have  shewn,  and  that  it  is  the  increase  of  the  price 
of  com  which  admits  more  vsJne  being  employed  in  bringing 
inferior  land  into  cultivation. 

It  is  not  because  inferior  land  is  bronght  into  cnltivation  that 
profits  are  reduced :  but  manifestly  precisely  the  reverse.  It  is 
only  wfun  general  profits  have  i^  reduc^  that  inferior  lands 
are  brought  into  cnltivation ;  or  because  the  price  of  com  has 
risen  so  mnch  that  it  will  afford  usual  profits  to  bring  it  into 
cnltivation. 

Suppose,  for  example,  that  usual  profits  were  20  per  cent. :  and 
suppose  that  there  was  land  which  might  be  redaimed  and  yield  a 
profit  of  5  per  cent,  on  the  average  price  of  com  at  any  time. 
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Then,  if  in  consequence  of  the  increased  demand  for  com  the 
price  roee  bo  high  that  the  inferior  land  would  yield  a  profit  of  20 
per  cent.,  then  it  would  be  cultivated. 

Or  suppose  that  the  iacreaeed  competitioa  of  capital  rednoee 
general  average  profits  to  5  per  ceot.,  then  the  inferior  Land  would 
be  cultivated  beoanse  it  would  yield  usnal  profits. 

No  one  would  invest  their  money  to  produce  5  per  cent,  bo  \<aig 
as  they  could  iitveat  it  so  as  to  produce  20  per  cent. ;  henoe  so 
long  as  capital  produces  higher  profits  no  one  would  resort  to  land 
which  would  .only  yield  5  percent.  So  if  the  usual  rate  of  interest 
on  money  were  10  per  cent,  per  annum,  no  one  would  borrow 
money  at  10  per  cent  to  cultivate  lands  which  would  only  yield 
a  profit  of  5  per  cent. 

But  in  the  natural  progress  of  society  population  and  the  de- 
mand  for  com  would  raise  its  price,  and  so  increase  ^le  profit  of 
cultivating  inferior  land ;  and  at  the  same  time  the  increase  of 
capital  would  reduce  the  usnal  rate  of  prc£t ;  so  die  profits  to  be 
made  by  cultivating  inferior  lands  would  increase,  and  general 
average  profits  would  decrease,  until  they  became  equal :  and  then 
inferior  ^uds  would  be  cultivated  because  they  woflld  yield  usnal 
profits. 

Hence  the  diminution  of  the  general  Rate  of  Profit  greatly 
increases  the  value  of  all  lands ;  and  a  general  rise  of  Profits  and 
Interest  would  throw  mnch  land  out  of  cultivation,  or  prevent  a 
great  quantity  of  land  from  being  brought  into  cultivation ;  and 
greatly  lower  the  value  of  all  lauds,  as  we  shall  shew  more  fully  in 
the  next  section. 

Thus  in  this  case,  as  in  many  others,  Kicardo  and  his  followers, 
have  simply  inverted  cause  and  effect.  If  profit  and  interest  are 
very  high,  inferior  lands  are  not  cultivated  becaose  it  would  not 
pay  to  do  so :  when  profils  and  interest  are  low,  inferior  lands  are 
cultivated,  because  it  pays  to  do  so.  And  manifestly  it  is  not 
the  recliuming  inferior  lauds  which  give  a  diminishing  production 
that  reduces  profit ;  but  the  reduction  of  average  general  profits 
which  enables  inferior  lands,  whi(^  only  yield  a  diminished  pro- 
duction, to  be  cultivated. 

Even  supposing  that  it  were  true  that  bringing  inferior  lands 
into  cultivation  gave  a  diminished  produce  and  profit,  it  is  per* 
fectly  manifest  that  persons  who  had  capital  to  lend  would  not 
advance  it  at  a  lower  rate  of  profit  for  the  purpose  of  reclaiming 
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the  bad  when  they  could  get  a  higher  rate  ih>iii  commerce.  The; 
would  be  actuated  by  no  sentimental  considerations  in  snch 
matters.  They  will  get  the  best  profit  they  can.  And  the  ownerg 
of  the  inferior  land  have  do  resource  but  to  wait  till  the  price 
of  com  has  risen  high  enough  to  make  it  profitable  to  improve 
them  i  or  eome  means  has  been  fi^und  of  supplying  cheap  Capital. 

19.  It  was  precisely  this  circumstance  that  gave  rise  to  the 
nimaerous  schemes  for  foundiug  bauks  and  creating  paper  money 
which  were  so  rife  at  the  close  of  the  17th  century.  'When  men 
grew  weary  of  buroing  and  slaughtering  each  other  for  theologi- 
cal and  political  differencea,  they  turned  Uieir  energies  to  agriculture 
and  commerce ;  and  they  rightly  perceived  that  the  very  first 
requisite  for  the  improvement  of  the  land  was  cheap  money,  or 
c^itaL  At  that  time  the  nsual  rate  of  interest  for  metallic  money 
was  10  per  cent,  per  annum.  Of  all  species  of  industry  die  profite 
from  agriculture  are  the  most  moderate :  and  if  agricnlture  would 
only  give  perhaps  a  profit  of  6  per  cent.,  it  would  have  been 
manifefitly  impossible  to  borrow  money  at  10  per  cent.,  which  the 
additional  demand  would  probably  have  raised  still  higher.  Hence 
the  nomerooa  projecte  for  foanding  banks  for  the  express  purpose 
of  multiplying  paper  cnrren(7  and  reducing  the  rate  of  interest  to 
8  per  cent.  This  was  also  IJie  origin  of  the  schemes  for  creating 
Paper  Money  on  the  basis  of  the  land ;  of  which  John  Law's  waa 
the  most  celebrated,  and  which  he  had  the  opportunity  of  canying 
out  on  a  great  scale  in  France,  and  ended  in  die  catastrophe  of  the 
Miffiisfiippi  scheme,  as  is  described  in  a  fattire  chapter.  All  these 
schemes  sprang  out  of  a  real  necessity  of  the  times ;  and,  although 
they  were  founded  on  a  false  theory,  we  must  carefully  re&ain  &om 
considering  them  as  mere  fraudulent  bubbles,  as  is  so  commonly 
done.  The  great  system  of  banking  in  Scotland,  whose  mechan- 
ism and  effects  we  have  described  in  a  former  chapter,  carries  out 
their  intention  as  far  as  it  can  be  done  with  safety. 

It  is  also  a  matter  of  the  commonest  observation  that  a  long 
continued  very  low  rate  of  interest  is  a  very  usual  precuTB^r  of  an 
oatbust  of  speculative  mania.  High  profits  in  particular  busi- 
nesses attract  quantities  of  capital  into  these  badnesses;  and,  of 
course,  often  lead  to  great  overtrading  and  catastrophes.  But 
when  the  Kate  of  Interest  remains  for  a  long  time  at  1  or  2  per 
cent.,  persons'  incomes  are  reduced  so  much  .that  they  become 
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villing  to  adTentnre  ia  enterprues  to  pay  them  a  better  profit. 
Hence,  as  ia  bo  often  the  case  in  Economics,  tbe  same  effe<^  are 
produced  by  opposite  causes.  Very  high  proSte  and  very  low 
profits  are  each  the  canse  of  a  speculative  mania.  The  most 
healHiy  condition  is  a  medinm  rate  of  J:  or  5  per  cent. '  When  the 
rate  is  below  that,  every  time  it  is  lowered  mnltitndea  of  Dew 
enterprises  start  into  existence.  At  every  raising  of  the  rate, 
moltitiideB  of  new  schemes  are  strangled  in  the  birth.  Now  it  is 
not  diese  new  enterprises  which  lower  the  Bate  of  Profit ;  bnt  it 
is  the  low  Bate  of  Profit  which  is  the  gTeat«st  stimulant  of  new 
enterprises. 

20.  It  is  now  manifest  that  those  who  have  assailed  ftnith's 
doctrine  proceed  npon  the  plain  Mlac?  of  inverting  cause  and 
efl^L  But  Mill's  asserdons  are  also  self-contradictory,  as  is  so 
often  the  case. 

Mill  BayB  tmly  that  prices  are  determined,  not  by  the  oompeti- 
tioD  of  the  sellers  only,  bnt  also  by  that  of  the  bnyers,  by  demand 
as  well  as  by  supply,  which  is  most  true.  He  says  truly  that 
prices  are  af^cted  by  the  money  in  the  hands  of  the  community  to 
be  Itud  out  in  commodities ;  and  also  that  so  long  as  the  pro- 
portion of  money  to  commoditieB  remain  the  same,  prices  will  not 
vary.  Then  he  asserts  that  if  commodities  increase,  the  quantity 
of  money  imported,  or  produced,  to  bny  commodities  will  increase 
in  exactly  an  equal  ratio,  and  therefore  that  no  change  in  price 
eon  take  place. 

Ko  doubt  if  ttuB  were  true  in  fact,  the  consequence  fae  states 
would  follow.  Bnt  notoriously  it  is  not  tme  in  fact :  and,  as 
usual,  he  immediately  proceeds  to  contradict  himself.  For  he 
asaerta  that  an  increase  of  capital  cannot  produce  a  fall  in  prices, 
because  if  it  did  bo  money  would  be  imported  in  an  equal  ratio  to 
reap  the  profits  to  be  made  by  buying  these  commoditdes  very 
cheap ;  and  Uien  he  says  that  this  result  only  takes  place  in  those 
conunoditics  in  which  the  improvements  in  production  have  taken 
place  greater  than  in  the  production  of  the  predons  metaJa, — sudi 
as  spun  and  woven  fabrics. 

Now,  as  every  one  tmows  and  he  himself  admits  what  cannot  be 
denied,  that  an  immense  diminution  in  the  price  of  these  com- 
modities hoe  taken  place,  owing  to  their  enormously  increased 
quantity  produced,  what  becomes  of  his  previons  doctrine  Oiat 
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fln<^  a  Ml  cannot  occnr,  because  money  will  alwajs  be  imported  to 
haj  them  in  an  equal  ratio ;  and  therefore  their  price  cannot 
cfaange. 

Now  it  is  an  indispatable  fact  that  an  eaormons  maas  of  com- 
moditiee  have  increaaed  a  great  deal  faster  than  money,  and  that 
their  prices  have  immenBcly  diminiBhed  in  consequence  of  this 
inereeae:  MiU,  however,  says  that  it  is  an  often-refated  notion 
that  tiie  cranpetitjon  of  ct^ltal  lowera  general  prices. 

Bnt  it  nnqneationably  does  bo  in  all  commoditieB  which  increase 
foster  than  money. 

Now  it  is  a  mere  aoddent  that  all  commodities  are  not  increased 
foster  than  money.  All  mannfoctnred  commodities  are  bo  :  and  if 
agricnltoral  prodads  have  not  hitherto  been  so,  it  is  probably 
partly  owing  to  the  foct  Hiat  they  cannot  be  multiplied  in  snch 
enoimons  qnandtiee  as  mana&ctnrefl,  becaose,  being  for  more 
bulky  in  proportion  to  their  valne,  their  cost  of  prodncdon,  t.  »., 
the  cost  of  placing  them  in  the  market  when  they  are  o^red  for 
sale— cannot  be  redoced  in  die  same  proportion :  and  partly  be- 
cause the  same  skill  and  sdence  have  never  hitherto  been  applied 
to  increase  the  prodncts  of  the  earth  as  has  be«n  done  in  mana- 


There  is  not  die  emalleet  donbt  tliat  by  the  application  of  skill 
and  science  the  producte  of  the  soil  conld  be  increased  to  several 
their  present  amount,  and  far  beyond  what  is  often  supposed. 

To  give  only  one  instance.  Near  Edinburgh  there  were  some 
tracts  of  the  sea-shore  which  were  worth  abeolntely  nothing.  By 
the  skilfnl  applicadon  of  die  liquid  sewage  of  the  city  these  fields, 
which  were  originally  nothing  but  pure  sea  sand,  now  yield  me 
crops  of  hay  in  t^e  year,  and  give  a  rent  of  £86  or  £40  an  acre. 
If  this  has  been  done  at  Edinburgh  why  conld  it  not  be  done  in 
nomeroQS  other  places  ? 

When  Mill  says  that  the  competition  of  Capital  does  not  lower 
Profits  by  lowering  prices,  he  seems  to  forget  that  the  conunodidea 
produced  are  themselves  Capital,  as  well  as  the  money  original^ 
employed  in  producing  them.  The  money  was  Capital  becanee  it 
was  used  for  die  pnrpose  of  profit.  When  the  commodities  were 
produced  they  were  also  equally  ct^ital,  becaose  they  were  intended 
to  be  exchanged  away  for  profit. 

U,  then,  a  certain  eqjenditure  of  money-capital  produces  (by 
means  of  skiD  and  machinery)  an  enotmonsly  increased  qoaad^ 
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of  goode-capitalf  the  immeiisely  increaaed  qoaatitf  of  goods- 
capital  can  only  be  sold  off  by  a  very  great  redncdon  of  price. 
Gonaeqneatly  the  price  and  profits  of  each  paiidcnlar  parcel  are 
iuunenaely  reduced :  bnt  the  profits  npon  the  vhole  quantity  are 
enormoQ^  increaeed ;  and,  of  conrse,  Will  contradicts  himself 
in  the  very  same  chapter — "What  wonld  really  be  not  merel; 
diffi<^tr  bnt  impossible,  would  be  to  employ  this  Capital  witJumt 
submitting  to  a  rapid  reduction  of  Qie  Bate  of  Profit  "II 

21.  It  is  tiiis  very  tmth  that  the  immensely  increased  Valne 
of  the  whole  quantity  produced  much  more  than  makes  np  for  the 
diminished  valne  of  each  particnlar  parcel  that  fbniiehes  a  very 
simple  Bolntioii  of  what  J.  B.  3ay  declares  to  be  one  of  the  moat 
thorny  questions  in  £>}oiiomic8.  He  Blat«6  the  question  Urns : — 
"  Wealth,  being  composed  of  the  value  of  articles  poeeessed,  how 
can  it  be  that  a  nation  shall  be  just  the  more  rich,  as  things  are 
there  at  a  lower  price  ?  "^  The  problem,  as  far  as  we  nndentand 
it,  is  this,  "  If  we^th  depends  upon  the  value  of  articles,  how 
is  it  possible  that  a  nation  can  be  richer  when  cotton  goods  are  6d. 
a  ya^  than  when  they  were  at  38.  6d.  a  yard  ?  The  answer  is 
very  simple.  Let  ns  suppose  that,  at  any  given  time,  cotton  goods 
were  8s.  Gd.  a  yard,  and  there  were  only  a  certain  nomber  of 
people  who  could  afford  to  buy  them  at  that  price,  bat  (here  were 
a  great  many  others  who  would  buy  them  if  the  prices  were  re- 
duced within  their  means.  Now,  the  question  is,  to  discover  what 
Yeductiou  of  price  will  enable  any  given  increased  productioa  of 
cotton  goods  to  be  bought.  What  reduction  of  price,  for  instance, 
'will  cause  the  consumption  to  be  doubled  ?  Now,  if  by  ii^nioDS 
devices  the  maanfactnreis  can  diminish  the  cost  of  production  of 
the  cotton  goods  to  one-fourth,  but  no  increased  quantity  is  pro- 
daoed,  we  have  already  shewn  that  no  reduction  in  price  will 
ensue.  Hence,  we  may  eay,  that  the  v^ue  of  the  cotton  goods 
(».  e.,  what  people  wiU  give  for  them),  is  3a.  Bd.,  without  reference 
to  their  coat  of  production.  Now,  if  the  diange  in  price  bore  the 
direct  proportion  to  the  change  in  the  relation  between  supply  and 
demand,  it  would  require  the  price  to  be  reduced  one-half  before 
the  cdnsumptioa  could  be  doubled.  That  is,  though  a  greater 
number  of  individuals  might  receive  the  convenience  of  having 
cotton  goods,  still  the  total  value  of  the  whole  quantity  produced 

'  ftruri  d^Bmutmie  PeUtitue,  Vol.  I.,  p.  97L    SdU.  GaSlaumirk 
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woold  etill  be  the  same  aa  it  was  before.  Bat  in  practice  this  is 
not  foond  to  be  the  case.  Instead  of  requiring  a  redaction  of 
one-half  ia  Hie  price  to  ensure  a  coosnmption  of  donble  the 
qaantitj,  it  is  probable  that  a  reduction  of  a  fifth,  or  a  foorth,  in 
Ute  price  wonld  do  eo.  If  a  rednction  of  Is.  were  effected  in  the 
price,  it  -wonld  probably  qoadrnple  the  couBomptioiL  Then  the 
v&lae  of  the  total  qnantitf  consmned  would  be  lOs.  instead  of 
3b.  6d.  Consequently  the  total  wealth  of  the  nation  would  be 
increased  by  that  amonnt  And  as  the  price  was  still  fnrtber 
reduced,  the  consumption  wonld  proceed  in  a  still  more  ra]Hd  ratio, 
in  proportion  to  the  greatly  increased  nnmber  of  persons  who 
wonld  find  the  article  within  their  means  of  pnrc):^.  A  re- 
daction of  the  prioe  from  8b.  6d.  to  6d.,  instead  of  increasing 
the  qnantity  consmned  sevenfold,  wonld  probably  increase  it  s 
thoosand-fold.  That  is,  as  the  diminatioii  in  price  proceeded  in 
an  arithmetical  proportion  the  qnantity  consumed  wonld  increase 
in  a  geometrical  proportion  of  a  very  high  order.  And  the  valae  of 
the  totality  of  the  article  would  proceed  in  a  similar  ratio.  Thus, 
thongh  the  value  of  each  individual  yard  was  seven  times  greater 
in  the  former  case,  yet  the  value  of  the  total  quantity  produced 
wonld  probably  be  at  least  a  hundred-fold  in  the  latter,  and  the 
wealth  of  the  nation  ia  to  be  judged  by  the  value  of  the  totaUtiea, 
and  not  by  that  of  each  jatd.  This  is  universally  true.  The 
value  of  the  totality  of  the  cotton  manufactures  of  Great  Britain 
is  probably  a  hundred-fold  now  to  what  it  was  when  the  value  of 
each  piece  was  ten-fold  what  it  is  now.  So  of  books.  The  value 
of  the  totality  of  book  manuiiictnres  is  now  probably  a  hundred- 
fold what  it  was  when  each  separate  book,  being  in  M.S.,  cost  a 
hondred-fold  as  much.  The  only  apparent  paradox  in  the  case  lies 
in  the  amb^nous  form  of  expression  in  which  Say  has  stated  the 
question,  because  in  the  first  part  of  tlie  sentence,  "  the  v^ue  of 
the  articjee  possessed,"  it  manifestly  metms  the  totaUty  of  the 
articles  possessed,  in  the  latter  part  it  refers  to  the  price  of  each 
individual  article. 

S2.  Smith,  therefore,  is  perfectly  right  in  saying  that  the 
increase  of  GE^ital  reduces  prices  and  actual  profits,  and  every 
penon  who  has  any  knowledge  of  bnsinesa  wiU  at  once  recognise 
the  truth  of  this  doctrine ;  and  it  will  be  ftir&er  esempUfied  in 
the  next  section  on  Interest  and  Disooont.    The  larger  a  man's 
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Capital  is,  the  Bmaller  is  the  profit  he  can  live  apon.  If  he  has  a 
milUon  of  money  he  may  perhaps  jnet  mana^  to  exist  and  bring 
np  a  family  apon  a  profit  of  4  per  cent.,  or  £40,000  a  year ;  bnt 
if  he  has  only  a  ct^ital  of  £100,  it  is  not  possible  for  him  to  exirt 
and  Ining  np  a  family  apon  £4  a  year. 

Henoe,  as  Capital  increases,  and  the  anma  dealt  wiUi  in  each 
transactioa  are  lai^er,  the  smaller  is  the  profit  a  trader  can  lire 
on.  The  smaller  the  traosactioa  in,  the  greater  always  is  the 
profit  charged.  A  grocer  always  charges  mnch  higher  for  tea 
bought  by  the  ounce  Uian  when  bought  by  tha  pound.  Psjier 
bought  by  the  quire  costs  more  than  when  bought  by  Uie  ream : 
and  the  Esct  l^at  when  commodities  are-bonght  in  large  quantities 
a  reduction  in  price  is  invariably  made  is  too  ^miliar  to  every 
one's  experience  to  require  being  exemplified  more  in  detaiL  If 
thea  this  is  so  notorioas,  what  becomes  of  the  assertion  of  those 
who  contradict  Smith,  and  say  Uiat  increase  and  competition  of 
capital  does  not,  and  cannot,  reduce  prices  and  profits  ? 

This  shews  that  production  on  a  lai^e  scale  is  always  more 
economical  and  advaatageous  for  the  commonity  generaUy,  because 
not  only  is  the  cost  of  management  much  anialler  in  proportion, 
but  the  capitalist  can  be  satisfied  with  a  much  smaller  pn^t. 
Hence  large  enterprises  of  all  sorts  inevitably  end  t^  devouring 
small  ones,  whether  in  land,  commerce,  or  maonfoctures :  and  the 
effects  of  this  natural  law  produce  great  changes  in  society,  as  we 
diall  shew  in  a  future  chapter. 

In  a  new  country  wages  are  high  because  there  is  a  great  de- 
mand for  labourers  and  not  many  of  them :  Profits  are  high  becaaso 
the  number  of  transactions  is  comparatively  speaking  amM,  and  the 
amoont  Inngnificant,  and  capital  very  scarce.  When  people  and 
Capitcd  increase  operations  multiply  in  number  and  increase  in 
magnitude.  8o  capitalists  can  subsist  on  smaUer  profits,  and  a 
lower  actual  Pr<^t  may  produce  a  very  much  larger  actual  amount. 
The  nse  of  banks  is  to  substitote  cheap  credit,  and  so  anticipate 
ihe  slow  accumulation  of  metallic  Capit^ 

23.    These  considerations  shew  the  error  of  Smitii's  assertion 

that' — "  No  equal  capitd  puts  into  motion  a  greater  quantity  of 

prodnctive  labour  than  tiiat  of  the  farmer.    .    .    .    No  equal 

quantity  of  productive  labour  employed  in  maaofactores  can  ever 

>  Wa^A  nf  Saturn*.  B.  U.,  eh.  S. 
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occasion  so  great  a  repTodnctdon.  In  them  natnre  does  noUung — 
mim  does  all ;  and  the  reprodnctjoo  moBt  always  be  in  propoition 
to  the  strength  of  the  agents  that  occasion  it.  The  capital  em- 
ployed in  agricaltnre,  therefore,  not  only  pnta  into  motion  a  greater 
quantity  of  prodnctive  labour  than  an  equal  ci^ital  emplf^ed  in 
numo&ctores,  bat  in  proportion,  too,  to  the  quantity  of  pro- 
ductive laboor  which  it  employs,  it  adds  a  mnch  greats  value  to 
the  annoal  produce  of  the  land  and  labour  of  the  country,  to  the 
real  wealth  and  revenue  of  its  inhabitants.  Of  all  the  ways  in 
which  a  capital  can  be  employed  it  is  by  &r  the  most  advaatageons 
to  the  society.    .     .     . 

"  It  has  been  the  principal  cause  of  the  r^id  prepress  of  our 
American  Colonies  towards  wealth  and  greatness,  that  almost  their 
whole  capitals  have  hitherto  been  employed  in  agriculture.     .    . 

"  It  is  thus  that  the  same  capital  will  in  any  coantry  put  into 
motion  a  greater  or  smaller  quantity  of  prodnctive  labour,  aod  add 
a  greater  or  smaller  value  to  the  annual  produce  of  its  land  and 
labour  according  to  the  different  proportiens  in  which  it  is  em- 
ployed in  agriculture,  mannfitcturee,  and  wholesale  trade." 

It  is  certainly  extraordinary  that  Smith  should  have  made  such 
assertions  which  are  most  contrary  to  the  plainest  &cts  of  history. 
Taking  aimply  the  increase  of  wealth,  and  omitting  all  moral  and 
political  considerations,  is  it  the  agricultural  or  the  commercdal 
States  of  the  world  which  have  attained  the  greatest  amount  of 
wealth  ?  The  single  City  of  Venice  carried  on  a  war  against  the 
Empires  of  the  East  and  the  West  at  the  same  time.  The  small 
commercial  Bepnblic  of  Holland  conquered  its  independence  from 
the  Spanish  monarchy,  the  most  powerful  State  of  the  age.  The 
•ligfatest  appeal  to  experience  shews  the  entire  fallacy  of  Smith's 
assertion :  and  the  explanation  of  it  is  very  simple.  Even  if  a 
oimsiderable  amount  of  profit  can  be  made  by  agriculture,  yet  that  - 
profit  is  made  only  once  in  the  year.  In  no  way  is  so  large  an 
amount  of  capital  attended  with  so  moderate  a  remuneration, 
except  in  bailing.  A  farmer  upon  all  his  outlay  and  capital 
receiree  perhaps  a  profit  of  10  per  cent,  in  the  whole  year.  A 
tradesman  puts  an  increase  of  10,  20,  or  perhaps  50  per  cent,  on  the 
wholesale  price  of  his  goods,  and  may  make  that  profit  in  a  day  or  a 
week.  A  manufactnrer  may  perhaps  put  a  smaller  actual  profit  on 
his  goods,  bnt  he  sells  in  laige  masses,  in  a  short  time,  so  that  he 
makes  a  very  large  Bate  of  Profit  by  the  year.    A  trader  in  a 
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moderate^  nzed  shop  will  make  as  much  profit  in  the  year  as  a 
jknuer  npon  SOO  acres  of  land.  A  fanner  very  rarely  indeed 
taxTDB  more  than  a  tbouBand  acres  of  land ;  bnt  a  trader  may  trade 
vi^  hnndrede  of  thonsands  of  pounds. 

Hence,  bo  far  as  mere  increase  of  wealth  goes,  mannlactnres  and 
commerce  are  immensely  more  productive  than  agricnltnre.  Was 
it  agricnltnre  that  made  Holland  the  richest  State  in  Europe? 
Was  it  agricnltnre  that  made  Tyre,  Sidon,  Genoa,  Venice,  the 
Hanse  Towns,  Niiremberg,  AngBbnrg,  and  mnltitndes  of  other 
great  cities  ?  Of  conrse,  for  political  stability  the  nnion  of  the 
two  is  most  desirable.  A  commercial  State  may  grow  wealthy 
without  agricnltnre ;  bnt  no  agricnltoral  State  can  become  very 
wealthy  without  commerce  and  mannfactnres.  The  purely  agri- 
cultural States  are  the  poorest  in  the  world ;  and  the  Tesonrces  of 
8  purely  agricultural  State  are  soon  exhausted.  Was  it  her  agri- 
culture or  her  conunerce  and  mannfkstnres  which  more  contributed 
to  enable  England,  a  small  island  with  a  scanty  popnlation,  to 
contend  in  arms  against  all  Europe  ?  Certainly,  if  Smith  had 
lived  through  the  great  revolutionitty  war,  he  never  would  have 
asserted  that  agriculture  is  more  productive  of  wealth  than  oom- 
meroe  and  manufactures. 

24.  Senior  originated  an  expression  which  gives  a  very  inade> 
qnate  and  far  too  narrow  a  view  of  Profits :  he  says  that  Profits 
are  the  reward  of  abstinence.  This  arises  from  the  imperfect 
conception  of  Economists  who  consider  Capital  only  as  the  accumn- 
ladou  of  past  labonr,  and  thus  they  make  what  is  only  true  in 
some  cases,  a  general  proposition.  Senior  himself  says  that 
Economists  are  ^reed  that  whatever  gives  a  profit  is  rightly 
termed  Capital.  Now,  profits  are  made  not  onl;  by  employing 
the  accnmnlation  of  the  past,  bat  also,  in  the  modem  system  of 
Credit,  by  sagadously  utilisii^  the  anticipation  of  the  future. 
Smith  says' — "  In  great  towns,  trade  can  be  extended  as  stock 
increases,  and  the  Cbedit  of  a  frn^  and  thriving  man  increases 
much  fester  than  his  stock.  His  trade  is  extended  in  proportion 
to  the  ranonnt  of  both,  and  the  sum  or  amonnt  of  his  profits  is  in 
proportion  te  the  extent  of  his  trade,  and  his  annoal  accnmnlation 
in  proportion  to  the  amount  of  his  profits."  Hence,  a  trader  may 
make  profits  in  proportion  to  the  extent  of  his  "purdiasing 
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power" ;  and  his  purchasing  power  consiats  of  all  his  money,  of 
all  debta  dne  to  him,  as  in  the  form  of  b&nk  notes,  bilta  of  ez- 
chai^e,  and  of  all  his  Cbedit.  A  trader,  therefore,  makes 
Profits  by  piudiasing  with  his  Credit  as  well  as  with  money,  and 
bence  Credit  is  Capital  by  the  very  force  of  the  definitioa. 

Hence  it  is  manii^tly  a  very  madeqnate  deBcription  of  Profits 
to  say  they  are  only  the  reward  of  abstinence.  Money  and  Credit 
eqmilly  give  profits,  and  therefore  are  equally  Capital.  They  are 
mva-u,  or  oppogUe  to  each  other,  one  being  the  Right  to  the 
prodnctB  of  the  past,  the  other  the  Sight  to  the  profits  of  the 
ftitnre.  If,  therefore,  one  be  called  positive,  the  other  may 
be  called  n^atdve,  bnt  the  general  word  Capital  inclndes  them 
both. 

Fnrthermore,  we  have  shewn  that  Production  is  held  by  all 
modem  Kconomists — Smith,  Say,  Mill,  Chevalier — to  inclnde 
transport  or  exchange. 

With  marrellons  inconsistency  Smith,  after  expressly  saying 
that  Capital  may  be  employed  prodnetively  in  commerce,  that  is, 
in  exchange  or  transport,  says  that  money  jn-odvcM.  nothing,  to 
which  UcCnlloch  justly  repUes,  that  money  is  prodoctive  by 
fitdlitating  exchanges.  Now,  we  have  seen  that  Credit  produces 
profits  by  &ciU  bating  exchanges  exactly  in  the  same  way  as  money 
does ;  hence  Credit  is  Productive  Capital  exactly  in  the  Bame  sense 
and  in  tixe  same  way  that  money  is.  What  the  ratio  of  Money  to 
Credit  in  commerce  is  may  perhaps  be  fairly  gathered  from  the 
table  we  have  already  given,  in  which  it  appears  that  in  the  opera- 
tions of  a  great  commercial  hoose  in  Loudon  only  £30,000  out  of 
one  million  received  were  in  specie,  and  only  £11,000  of  one 
million  paid — all  the  rest  of  this  great  movement  was  efiected  by 
Credit.  And  there  is  no  reason  to  suppose  that  this  is  not  the 
ttBoal  ratio  of  Credit  to  Money  in  commerce :  and  that  the  Profits 
obtained  by  the  employment  of  Credit  are  not  in  the  same  ratio. 
Leaving  out  of  consideration  for  the  present  the  enormous  amount 
of  Credit  employed  to  put  Labour  in  motion,  which  we  shall 
consider  in  the  next  cl^pter,  we  see  how  utterly  (htile  is  the 
dogma  laid  down  t^  Mill  as  a  fundamental  proposition  of  Capi- 
tal, that  "  Industry  is  limited  by  Capital."  Unless  Credit  be 
admitted  to  be  Capital  this  doctrine  is  completely  erroneous ;  if 
Credit  be  admitted  to  be  Capital  then  it  may  be  nearer  the 
truth. 
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25.  The  PhjeiocrateB  asserted  that  agricnltnral  labonr  only  is 
piodnctive  of  wealth,  because  the  earth  alone  produces  more  than 
snfficieDt  to  maistaiii  the  laboorerB. 

ThiB  general  propoeitioa,  however,  ia  quite  inaccnrater  becanae 
.  we  have  seen  that  peraons  cannot  live  npon  one  product  only, 
however  neceBBary  it  may  be.  It  is  npon  the  Value  of  their 
producte,  i.  e.,  upon  the  things  they  can  get  in  exchange  for  them, 
that  they  Uve.  Now,  it  is  wholly  erroneous  to  say  that  under  all 
drcomBtancea  (^cultural  labonr  ie  productive.  In  many  caaes 
the  Value  of  the  produce  doea  not  repay  the  coat  of  prodnction, 
and  therefore  such  labonr  is  vnproductive.  Agricultural  labour  ia 
productive  only  when  the  Demand  for  the  produce  is  so  great  and 
the  Supply  so  limited,  that,  the  Value  of  the  produce  ezceeda  its 
cost  of  production.  Hence,  whether  agricnltnral  labour  ia  pro- 
ductive or  not  entirely  depends  upon  the  great  general  law  of 
Demand  and  Supply. 

Some  writers,  aeeing  die  &lhtcy  of  the  doctrine  tJiat  agricnltoral 
is  the  only  kind  of  productive  labour,  deny  that  the  earth  pro- 
duces at  all.  They  assert  that  labonr  only  ia  productive.  Thus, 
among  others,  Mill  says' — "  The  only  productive  power  is  that  of 
labour." — "  The  only  productive  power  which  anywhere  exists,  is 
the  productive  power  of  labour,  implements,  and  materials." — "  In 
the  ultimate  imalysis,  therefore,  labonr  appears  to  be  the  only 
essential  of  production." 

So  again* — "  The  cause  of  profit  ia  that  labour  produces  more 
than  is  required  for  its  support." — "  The  reason  why  Capital  yields 
a  profit  is  because  fbod,  clothing,  materials,  and  tools  last  longer 
than  Uie  time  which  was  required  to  produce  them." — "  We  thus 
see  that  prc^t  arises,  not  Axmi  the  incident  of  the  exchange,  bat 
&om  the  productive  power  of  labour." 

Kow,  it  is  perfectly  obvious  that  this  doctrine  is  open  to  die 
same  objection  as  that  of  the  productive  power  of  agricnltnral 
labonr,  No  man  can  live  upon  a  amgle  product  of  labonr,  aoy 
mtae  than  upon  a  single  product  of  ^le  earth.  The  workman 
lives  npon  the  Value  of  his  labonr,  i.  e.,  upon  the  things  he  can 
get  in  exchange  for  it.  If  the  product  of  his  work  will  exchange 
for  nothing,  it  is  of  no  value,  and  his  labour  is  unproductive.  If 
the  products  of  labonr  do  not  pay  for  their  cost,  that  laboor  is 
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noprodnctiTe,  just  aa  a^cnltoral  labour  is,  which  does  oot  pay  for 
its  coet.  A  dioemaker  may  fill  whole  shops  fa\[  of  boots  and 
shoes,  but  if  no  one  will  bnj  them  the;  have  no  volne,  and  the 
labour  prodnces  no  profit.  Now,  Mill  vonld  make  this  labonr 
piDdactiTe  and  give  a  profit  becaose  the  boots  and  shoes  produced 
are  more  than  is  required  for  the  maintenance  of  the  labourer. 
But  productive  bbonr  is,  as  we  have  before  explained,  labour  whidi 
prodnces  or  dratei/ortk  a  profit. 

It  may  be  that  in  a  Socialist  or  Communist  state  of  society 
where  the  members  laboor  io  common,  and  the  products  are  dis- 
taribntcd  to  each  b;  pubUe  authority,  an  exchange  is  not  necessary 
fin-  Profit.  Snt  in  an  Economic  state  of  society,  in  which  private 
pn^>ertj  prevails,  and  the  principle  of  the  division  of  labonr  has 
been  mnch  developed,  bo  that  producers  limit  their  products  to  a 
nngte  article,  and  everything  else  they  want  is  obtained  by 
eiokange,  it  is  utterly  erroneous  to  say  that  Profit  does  not 
depend  on  the  "incident  of  exchange."  On  the  contrary,  it 
entirely  depends  on  the  "  incident  of  exchange."  If  a  producer 
cannot  exchange  away  his  product  for  something  else  it  has  no 
Valne,  and  prodnces  no  Profit.  What  would  it  profit  a  man  if  he 
had  moontiuDB  of  kelp,  pyramids  of  granite  stones,  forests  of 
timber,  warehonses  stuffed  with  calicos  and  silks,  granaries 
chfAsng  with  com,  tnns  of  wine,  or  shops  Mi  of  books,  if  he 
could  not  exchange  them  away  for  sometbing  else  ? — and  that 
something  else  is  his  profit. 

Few  persons  understand  what  nnprodnctive  labour  is  so  feelingly 
as  authors.  An  author  may  devote  any  amount  of  time  and 
labonr  in  producing  a  work  of  the  highest  genius  and  merit.  The 
printed  books  last  mudi  kinger  than  the  tools  end  implements  used 
in  pniducing  them.  Therefore,  according  to  Mill,  the  labour  is 
productive,  and  the  capital  employed  in  them  yields  a  profit.  But 
if  an  in^)preciatiTe  world  refuses  to  bny  the  treasures  of  wisdom 
Uid  before  them,  fee  labour  is  unproductive — as  too  many  authors 
weUknow. 

The  Tuscan  Father's  Comedy  Divine  has  long  outlived  the 
materials  used  in  its  production ;  but  when  he  felt  the  shaft  from 
the  bow  of  exile,  and  found  how  bitter  is  the  taste  of  another's 
biead,  and  how  hard  the  way  up  and  down  another's  staircase,  his 
labour  certainly  produced  no  profit.  And  many  of  the  producers 
of  the  wtnid's  highest  literary  treasures  could  tell  the  same  sad 
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atOTj.  W^ien  onr  EugU^  Danta  had  spent  jeam  of  labour  in 
telling  US  how  he  imagined  Paradiae  was  Loit,  the  commra<cial ' 
Value  of  his  labour  was  found  to  be  £S— certainly  not  -very  pro- 
dnctiTe.  When  Newton  had  disoorered  the  Laws  vhidi  gorezn 
the  motions  of  the  hearenlj  bodies,  if  tested  b;  commerdal  piii- 
ciples  the  T^ne  of  his  labonr  would  probably  have  been — 0. 
Pope,  Scott,  BjTon,  Macanlaj,  Thackeraj,  Dickens,  no  doubt 
acquired  vast  Bums  by  their  hteraiy  labours ;  bat  the  reason  waa 
— not  that  they  had  bestowed  more  labour  and  genins  on  their 
worka  than  their  hapless  predecessors,  bat  because  the  times  had 
changed,  and  there  was  an  immense  demand  for  their  works,  and 
therefore  they  were  profitable. 

Malthns  says  most  troly'  that  it  is  necessary  to  estimate  botb 
the  adTances  and  the  returns  of  the  capitalist  in  Valdb  and  not 
in  QuAMTiTV  :  a  principle  most  manifestly  true,  but  which  has 
been  lost  sight  of  both  by  the  Fhysiocrates  in  speaking  of  the 
productiveness  of  agrienltnrat  labour,  and  by  Mill  in  speaking  of 
the  prodnctivenesB  of  labonr  in  general,  and  by  Malthns  himself 
in  ^>eaking  of  the  vineyard  of  Tokay. 

Whether  labour  in  aghcnlture,  manofactnrea,  and  commerce  is 
productive,  i.  e.,  profitable,  or  not,  depends  npon  exactly  the  same 
general  principle,  namely,  wbetJier  the  Demand  for  the  product  is 
so  great,  and  its  Supply  so  limited,  that  its  Talne  exceeds  its  Cost 
of  Production. 

We  see,  therefore,  tiiat  it  is  a  great  fimdamentsl  error  to  say 
that  I*rofit  does  not  arise  from  exchange.  No  donbt  in  some  few 
cases  an  exchange  is  not  necessary  to  profit — as  when  the  product 
itself  is  wanted.  But  in  all  other  casee,  where  persons  require 
other  things  than  what  they  obtain  by  their  own  labour,  it  is 
absurd  to  say  that  Profit  does  not  arise  ont  of  the  incident  of 
exchange ;  on  the  contrary,  it  can  arise  only  out  of  an  exchange. 
Products  which  are  not  required,  and  cannot  be  exchanged,  are  not 
wealth,  and  bave  no  Valne :  and  it  is  only  by  means  of  an  ex- 
change that  they  become  wealth.  Hence  we  see  demonstrated  that 
great  fondamental  principle  which  we  have  so  often  inculcated, 
that  it  \b  not  the  Labour  of  the  Producer  that  amttiiutet  a  Umg 
Wealth,  but  the  Demand  of  the  Consumer,  All  Ytdue  proceeds 
exclusively  from  Demand ;  and  all  Profit  arises  from  the  Value  of 
a  product  exceeding  its  Cost  of  Production. 

,>  lYine^ila  qf  PoUUcai  Eomomy,  p.  36S. 
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Hence,  also,  Lsboor  msj  be  pndactdte,  i.  e.,  profitable)  which  ii 
not  MBodated  with  any  material,  tools,  and  implements.  A  great 
lu^r  or  performer  eama  an  income  fur  bejond  the  earn  ueceesaij 
for  his  BOj^MTt,  aa  well  as  to  pSf  the  interest  at  the  capittd 
eipeoded  in  hu  training  and  ednoation.  Hia  labour  ia  therefor^ 
prethiettvt,  becaoee  its  Valne  ezc^eda  its  Goat  of  Prodnclion. 

S6i  Mill  saya' — "  In  short,  if  We  omipare  the  price  paid  for 
Iftbonr  and  tools  vith  what  that  labour  and  those  tools  will  producs, 
firatn  this  ratio  we  may  calculate  the  rate  of  profit." — "  From  thij 
it  aeenu  to  follow  that  the  ratio  between  the  wages  of  labour  and 
tht  produce  of  that  labonr  gives  the  rate  of  profit." 

It  is  starpriring  that  Mill,  who  fonnd  ao  mnch  &ii]t  with  ape^ng 
of  the  ratio  between  Demand  and  Supply — a  desire  and  a  quantity 
— shonld  not  perceive  that  it  is  abstu^  to  speak  of  the  ratio 
between  the  cost  of  the  product  and  the  product  itself.  Ratio  is 
the  relation  of  like  quantitieB  wiUi  respect  to  magnitude.  How 
eon  there  be  a  ratio  between  a  sum  of  money  and  a  quarter  of 
com  ?  between  a  som  of  money  and  a  horse  or  a  house  ?  To 
speak  of  a  ratio  between  money  and  a  product  is  as  abenrd  as  to 
aay— If  a  sack  of  potatoes  cost  lOs.,  what  is  the  price  of  a  dozen 
of  diampagne  ?  Evidently  we  must  o(»npare  a  pric6  with  a  price. 
And  if  the  product  cannot  be  sold,  how  cAn  the  labour  be  pro- 
dnctive? 

Hence,  to  make  sense,  these  sentences  should  have  been  written 
— "  If  we  compare  the  ^e  paid  for  the  labour  and  tools  with  the 
price  which  the  product  of  these  labours  and  tools  will  produce 
[u.,  draw  forth  or  exchai^e  for],"  and  "  the  ratio  between  the  wages, 
of  laboAr,  and  the  price  *hich  Ae  produce  of  that  labonr  eama 
gives  the  ratio  6f  profit,"  it  would  have  a  portion  of  troth, 
alttioagh  tiiey  omit  the  time  aa  a  neceosory  element  of  Uie  defini- 
tion of  rate  of  ^fit.  Bnt  if  we  rectify  tbese  sentences  in  this 
manner,  as  Ui^  must  be,  to  be  matfe  intielligible,  What  bedbmes  of 
Hilfa  doeti^ne  that  j^fit  has  nothing  to  do  with  the  "  incident  of 
^"1 


27.    lb  is  thus  seen  how  enoneoas  the  doctrine  i^  that  labonr 

otAj  is  prodoctive^  i.  §.,  ^ffofitable.      It  has  been  shewnf  th^t 

agrienltnr^  manafaoturii^,  and  oommerdal  laboitr  are  prodnctive 

'  gWqw,  4C«.    £i*^  IV.  !  m  FreJUt  and  Intereif. 


tzsd  by  Google 


68  FRINCIPLB8  OF  BCONOftOCS. 

under  ezactlj  the  same  drcnmstaiices,  and  for  the  aame  r 
Bat  Ate  prodnctA  of  the  earth  themselves  have  in  manj  cases  a 
Yaloe,  without  an;  htbonr  beiag  bestowed  on  them,  or  &r  beyond 
any  labonr  that  has  been  bestowed  upon  them.  We  have  seen 
thiB  in  the  case  of  mineralB,  timber,  Ixeefl,  cattle,  kelp-ehoree,  &c 

When  a  Colonial  Oovemment  leases  oat  the  natural  pastnrea  of 
.  a  coloQf,  that  paatnre  prodnees  tJiem  a  revence,  and  is  therefore 
prodiicHve  Capital  to  them.  Are  these  natnral  pBStnrea  the  product 
of  labonr  ?  When  a  landlord  leto  ont  ploto  of  gronnd  on  bnilding 
leases,  and  so  derives  an  annual  Profit  from  the  land  itself,  is  that 
land  the  prodnce  of  labonr  ?  And  so  many  other  instances  might 
be  addaced  to  shew  the  complete  absnrdity  of  the  doctrine  that 
all  Yaloe  proceeds  from  labour ;  and  that  all  Profits  are  the 
*'  reward  of  abstinence." 

Hence  we  see  plainly  that  all  these  phenomena  are  reduced  to 
the  great  General  Equation  of  Economics  we  have  obtained. 
Demand  alone  is  the  origin  of  all  Value :  and  the  value  of  any 
product  at  any  time  and  at  all  times  depends  exdunvely  on  the 
Intensity  of  the  Demand  and  (he  Limitation  of  the  Supply :  that 
whether  labour  of  any  sort  is  productJTe  or  not  depends  purely 
on  its  Value  exceeding  its  Cost  of  Production :  and  Uiat  the  Bate 
of  Profit  varies  directly  as  the  excess  of  IJie  Value  of  anything 
above  its  Cost  of  Production  and  invereely  as  the  Time  in  which 
it  is  madei 

Upon  Intebest  and  Disoonirr. 

38.  Having  considered  the  cases  of  Rent  and  Profita,  we  now 
eome  to  the  question  of  Interest.  When  a  man  employs  his 
own  capital  in  trade  it  is  perfectly  clear  that  he  is  entitled  to  retain  - 
fiir  his  own  use  all  the  profits  resulting  irom  such  operatdons, 
whether  those  profits  be  twenty  per  cent,  one  hundred  per  cent., 
or  a  thousand  per  cent.  If  any  one  of  superior  powers  of 
invention  were  to  employ  his  capital  in  producing  a  machine,  which 
should  be  of  great  public  utility,  he  might  reahse  immense  profits 
and  accumulate  a  splendid  fbrtune,  and  no  one  in  the  ordinary 
possession  of  their  senses  would  grudge  such  a  man  any  amount 
that  he  might  legitimately  make,  or  would  think  it  inherently 
wicked  of  him  to  gain  as  much  as  he  could ;  on  the  contrary,  he 
would  probably  be  applauded,  be  would  be  called  a  bene&ctor  to 
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his  oonntiy,  and  bis  name  wonld  be  handed  down  vith  bonor  to 
poateritf. 

It  often  happens,  however,  tiiat  persons  endowed  with  such 
povets  of  mind  and  habits  of  indnstiy  as  woiild  tend  to  enrich 
themselTea  and  benefit  Uieir  oonntiy,  are  deficient  in  capital,  or 
means  of  setting  their  industry  in  motion.  On  the  other  hand,  it 
often  happens  t^at  pereons  who  poesees  capital,  or  the  latent  power 
of  setting  thw  energies  in  motion,  are  deficient  in  the  active 
qualities  which  are  necessaiy  to  give  it  effect,  or  the;  msj  not 
have  tiie  necessity  or  inclination  to  do  so.  Under  these  circnm- 
staoces  it  is  matuftetly  advantageons  to  all  parties,  and  the 
oommnnity  in  general,  that  those  who  have  skill  and  indnstry 
witiiont  capita  and  those  who  have  capital  withont  skill  or  energy, 
shoold  meet  together  and  combine  their  respective  latent  qnalities. 
Snc^  a  combination  wonld  prodnce  a  beneficial  resnlt,  and  it  seems 
dear  that  each  party  should  have  the  profits  of  &e  combined 
enterprise  in  aocae  previonsly  ^;reed  proportitm.  Snub  operations 
are  eztronely  common,  and  there  are  two  methods  nsnally  adopted 
as  to  the  sharing  of  the  profits.  The  person  who  advances  the 
capital  may  either  agree  to  receive  a  certain  definite  proportion  of 
the  profits  realised,  or  he  may  stipulate  to  receive  a  certain  definite 
smn  in  proportion  to  the  capital  advanced.  In  the  former  case  be 
agrees  to  share  the  risk  of  there  being  no  profit  at  all,  or  he 
becomes  a  jurftwr.  In  the  latt«r  case  he  restricts  bis  share  to  a 
certain  amotmt  previously  defined,  however  large  the  profita  may 
be,  bnt  he  endeavours  to  shield  himself  from  any  loss  which  may 
arise ;  and  in  this  case  the  sum  he  receives  as  a  reward  or  hire  for 
the  use  <f  bis  capital  is  called  Intebest. 

29.  The  price  to  be  paid  for  the  service  rendered  by  the 
capitalist  does  seem  to  be  entirely  a  subject  for  private  arrangement 
between  the  parties,  jnst  as  much  as  tiie  price  paid  for  any  other 
service ;  nor  does  there  appear  to  the  eye  of  common  sense  any- 
thing in  the  natnre  of  things  inherenUy  wicked  in  any  particnkr 
division  of  the  profits  they  may  agree  upon  between  themselves. 
The  service  rendered  by  lending  money  in  such  cases  may  vary  in 
intensity  according  to  drcumstances,  just  as  any  other  service  may 
vary.  Nobody  thinks  it  wicked  for  a  man  to  make  1,000  per 
cent,  of  his  own  ct^tal  if  he  can  do  so ;  nay,  those  who  do  so  are 
frequently  looked  upon  as  the  great«st  benefactors  to  mankind. 
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But  if  one  penon  borrow  coital  from  luiother,  and  give  him  a 
price  for  the  Beirice  rendered,  or  a  share  of  tie  profits  in  pro- 
pcH-tion  to  the  capital  advanced,  it  appears  to  atsDe  peofAe  to  alter 
the  vhole  natme  of  the  transection.  While  a  return  of  30  per 
cent,  was  quite  an  ordinary  return  in  the  waj  of  trade  for  man's 
own  capital,  they  thought  it  something  eweotiaUy  wicked  tat  tbs 
person  vho  advanced  the  capital  whereby  these  pn^ts  were  nude 
to  take  more  than  5  per  cent,  for  tiie  use  of  it  The  above  is  a 
simple  ezpknation  of  the  nature  of  int«reat  j  and  there  certainly 
seems  no  imaginable  reason  why  such  a  oontracb  should  not  be  kft 
to  the  private  arraDgement  of  the  parties  themselves  as  other 
contracts  usually  are.  Yet  there  is  no  sabject  n^oa  which  men 
seem  80  utterly  to  have  taken  leave  of  tlteir  senses  as  on  tiiat  of 
interest  and  usury.  Dante  poniahes  usnren  worse  than  thoae  who 
denied  the  existence  of  the  Deity,  and  puts  a  whole  city  fomoos  for 
its  monetary  basinesB  into  hell,  as  a  companion  to  the  cities  of  the 
plain.*  Nor  is  it  possible  to  say  whether  the  nonsense  t^ked  by 
Dante,  or  the  nonsense  talked  by  Aristotle  on  the  snbject  cf  nsoiy, 
is  the  greater.  And  it  is  not  a  littie  humiliating  to  think,  that 
within  the  last  forty  years  it  was  a  crime  pomshable  by  lav 
to  take  more  than  5  per  cent,  tor  the  use  of  money  in  any  case 
whatever,  and  that  the  usury  laws  were  only  partially  relaxed  then, 
and  were  not  finally  abolished  till  1854.  And  in  the  most  modern 
works  on  Banking  published  io  France,  it  is  still  deemed  necosaiy 
to  retain  a  di^tter  on  the  lafffnlneas  of  interests 

80.  The  prejudice  against  the  imaginary  crime  of  usury  is  now 
BO  completely  exterminated  in  this  country  that  it  would  be  a 
waste  of  time  to  trace  its  history.  But  as  it  still  prevails  in 
several  countries,  we  may  give  a  place  to  the  opinion  of  the 
celebrated  divine,  John  Calvin,  who  was,  as  for  as  we  know,  we 
of  the  first  persona  to  see  through  its  absurdity  ;  and  it  will  be 
seen  how  he  anticipated  Bentham's  line  of  argomeiit* 

On  the  question  of  the  lawinhieBs  of  nsnry  being  Hubmitted  to 
him,  he  replied  that  it  is  not  entirely  coodenuied  in  any  part  of 
Scripture.  The  sense  of  the  precept  of  Christ  (Lake  vi.)  hal 
been  perverted.    The  law  of  Moses  was  political,  and  not  to  be 

■  It^tna,  Caata  11.    Tha  uiotUo  at  th«  brfnlnsM  of  una;  wm  od*  at 

the  utidM  of  herei;  chtjg«d  igijiiK  Uie  D]il»iiBn4ta  f|1lil|i«iniii 

'  EgUiola,  Raponta,  Genena,  UTG,  j>.  SEA. 
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atzetcfaed  beTOnd  what  men  and  equity  wonld  bear.  There  were* 
indeed,  certain  paasagea  ctf  Scripture  in  vhich  the  Kolj  Spirit 
iBTeighB  against  osnry.  Ab  in  pBalm  iv.,  12,  he  describee  a 
wicked  dtj,  where  nanr;  was  practised  in  public.  But,  in  Cact, 
Ute  Hebrew  word  meant  ^outf  in  general,  and  conld  not  be  appbed 
to  OBDiy.  It  is  true  that  nsmy  was  mentioned  by  name,  by  thft 
writer,  bnt  that  iras  because  fraud  and  cruelty  so  often  accompanied 
it.  Bsekiel,  it  is  true,  goes  further  (zzii.,  12),  and  specifies  usury 
as  <me  of  the  crimes  which  had  kindled  the  wrath  of  God  gainst 
Israel ;  bat  be  uses  two  words,  one  of  which  means  usury,  and  is 
derived  from  the  same  root  as  signifies  to  devour,  and  the  other 
means  increase  or  addition. 

He  shews  that  the  Jewish  laws  and  polity  were  adapted  to  the 
Jews  only,  and  tliat  modem  Bode^  in  no  way  resembles  the 
oonditaon  of  the  Jews,  to  whom  nsmy  was  fbrbidden. 

He  treats  the  reasons  of  St.  Ambrose  and  Chrysoetom  afl  of  tetj 
slight  weight,  and  tlien  says : — 

"  Money  does  not  b^et  money !  What  does  the  sea  ?  Whdt 
does  a  house,  for  tlie  letting  of  which  I  receive  a  rent  ?  Does 
mon^  truly  grow  firom  tlie  roof  and  walls  ?  But  the  land  also 
produces,  uid  something  is  brought  from  the  sea  which  afterwards 
produces  (or  draws  finth ;  Pboduotion  ^)  money,  and  the  oMi- 
venience  of  a  house  may  be  bought  or  exchanged  for  a  certain  nuH 
of  money.  If,  therefore,  mwe  profit  can  be  made  by  tradil^ 
than  from  the  produce  of  any  farm,  is  he  who  has  let  some  barren 
form  to  an  agricnlturist  to  be  allowed  to  receive  rent  and  profit, 
and  mother  nun  not  to  be  allowed  to  receive  profit  trom  moo^  ? 
And  if  any  one  buys  a  &rm  with  money,  does  not  that  money 
generate  money  every  year  ?  Ton  would  ^ow  that  the  profit  of  the 
merchant  oomes  firom  his  diligence  and  industry.  Who  doabts  that 
imemph^^d  money  is  useless  ?  Or  that  he  who  asks  a  loan  from 
ne  does  not  intend  to  keep  it  idle  when  he  has  got  it  ?  Now,  in 
troth,  that  [Hofit  does  not  arise  fitmi  the  money,  bnt  ftom  the 
jvodnce.  These  reasomi,  therefore,  are  somewhat  snbtle,  and  have 
some  plansibilil^ ;  bQt  wbea  they  are  folly  weighed,  they  tail.  I 
therefore  conclude  that  we  are  not  to  jadge  of  nsnry  l^  any  porticD- 
lar  panage  of  Scripture,  bat  only  by  the  law  of  ecpiity.  This  will 
be  dearer  by  an  ezraaple.  LM  us  suppose  seme  wsaithy  man  with 
laige  poneBBons  in  &rmB  and  rents,  bat  not  much  mone^, 

■  dap.  i,  s  38. 


tzsd  by  Google 


72  FRINCIFI-BS  OF  ECONOMICS.  Catr.  XO. 

BnppoM  another  man,  not  so  ncii,  nor  of  sadx  large  possesmons 
as  l^e  fiTBt,  bnt  yet  haTing  more  read;  nioney.  The  iMer  besng 
ftbont  to  bn^  a  fitnn  with  bis  own  money,  is  asked  for  a  k»ii  hj 
the  wealthier  man.  He  who  makes  the  loan  may  atipnlate  fbr  a 
rent  for  his  money,  and  that  the  &rm  shall  be  mortgaged  to  him 
until  the  principal  lb  repaid ;  but  mitjl  it  is  repaid,  he  will  be 
content  with  the  profit  or  namy.  Why,  then,  shall  the  first  contract 
witiiont  a  mortgage,  but  only  for  the  profit  of  the  money,  be 
oondemned,  when  the  mnch  faareher  one  of  die  annual  rent,  witb 
«  mortgage  of  the  &rm  is  approved  7  And  what  elae  is  it  than  to 
treat  Qod  like  a  child  when  we  jndge  of  tMngs  by  mere  worda^ 
and  not  from  the  nature  of  the  thing  itself?  As  if  virtne  and 
crimes  oonld  be  perceived  from  the  form  of  the  words !" 

No  one  can  bat  admire  the  daring  good  seoite  of  tia»  argument 
in  the  month  of  a  divine,  in  defence  of  what  wan  then  ooneidered 
one  of  the  worse  crimes  men  oonld  be  guilty  of,  and  be  amased 
that  Uiese  argoments  made  scsroely  any  impression,  even  in 
Protestant  England,  for  npwards  of  200  years ! 

81.  The  progress  of  just  legislatdon  on  this  subject  most 
always  be  remarkable  as  an  instance  of  the  extraordinary  vii 
mertia  of  an  established  htw  in  this  country,  where  no  great 
popnlar  passion  is  brought  to  bear  on  it,  even  where  no  great 
interests  are  enlisted  in  defending  It,  and  where  abstract  justice 
and  good  sense  are  not  made  a  popnlar  cry.  In  the  year  1691, 
Lock  published  his  "  Condder^ons  of  the  Consequences  rf 
Lowering  the  Interest  of  Money,"  in  wludi  the  futjlity  of  the 
Usury  Laws  was  perfectly  demonsta^ted.  &Dith  shewed  less  than 
his  usual  judgment  in  advoctriing  their  maintenance.  But  his 
doctrine  called  fbrth  the  letters  of  Bentham  upon  the  "  Defence 
of  Usury,"  as  splendid  examples  of  Qnaaswerable  argument  as 
any  in  existence.  It  is  said  that  Smith  had  the  candour  to 
acknowledge  that  his  opinions  were  mistaken  ;  but  they  remained 
nncanceUed  in  the  WmUh  of  Nationt.  The  most  eminent  writers 
had  pointed  out,  not  only  their  atter  futility  to  eSbct  Iheir  purpose, 
hut  their  highly  mischievous  effect  in  a^ravating  the  evil  they 
were  intended  to  prevent.  The  experience  of  several  ccanmercial 
crises  had  demonstrated,  that  in  consequence  of  the  law  atten^dng 
ti>  prevent  people  paying  m<»8  than  6  per  cent  for  the  use  of 
money,  they  often  had  to  pay  50,  60,  or  70  per  cent,  by  the 
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methods  &.ej  were  ferced  to  adopt.  They  were  inTeetigated  and 
ooodenmed  by  a  Parliamentary  Committee.  Yet  it  vas  only  in 
the  year  1833  that  Uie  first  breach  was  made  in  thesn,  by  ex-  ' 
empting  bills  which  had  not  more  ttian  three  tnonttis  to  ran  ftom 
&dT  operalaon,  and  by  tempcvary  eztensions  and  prolongations 
most  other  orabracts  were  taken  out  of  their  operation ;  bat  it  was 
OB^  in  1854  that  (hey  were  finally  swept  away  from  the  Statute 
Boc^  rn»u,  from  the  poiod  of  their  total  demohtion  in  argn- 
meot  till  tbeiT  total  denu^laon  in  &ct,  a  space  of  not  less  than 
161  yean  eli^ised.  8oc^  was  the  period  it  required  even  in  this 
eommenaal  coanti7  to  abidish  laws  equal  in  abeordity  to  those  of 
witdicraft.' 

82.  Before  we  proceed  any  ftirther  we  must  point  oat  an 
extraordinary  confadon  into  which  "Mill  has  &llen  wit^  refbrence 
to  the  common  phrase  Valne  of  Money' — "  It  is  nnfortonate  that 
in  the  very  outset  of  the  sabject  we  have  to  dear  ftom  onr  path  a 
formidable  ambigtd^  of  language.  The  Value  of  Honey  is  to 
appcaranoe  an  expression  as  predee,  as  free  from  possibili^  of 
nuBimdeistanding,  as  any  in  science.  The  value  of  a  thing  is 
what  it  will  exchange  for :  the  value  of  money  is  what  numey  will 
exdiange  for :  the  purchasing  power  of  money.  If  prices  are  low, 
money  will  bny  mnch  of  other  things,  and  is  of  high  valne ;  if 
prices  are  high,  it  will  buy  httle  of  ottier  things,  and  is  of  low 
value.  The  valne  of  money  is  inversely  as  general  prices :  falling 
ae  they  rise,  and  rising  as  they  &11. 

"  Bnt  unhappily  the  same  phrase  is  also  employed,  la  the 
current  langnage  of  commerce,  in  a  very  different  sense.  Honey, 
which  is  BO  oonmionlj  uudetstood  as  the  synonyme  of  wealth,  is 
more  esped^y  the  term  in  use  to  denote  it  when  it  is  the  subject 
of  borrowii^.  "When  one  person  lends  to  another,  as  well  as 
when  he  pays  wages  or  rent  to  anoUier,  what  he  transfers  is  not 
the  mere  money,  but  a  right  to  a  certam  value  of  the  produce  of 
the  country,  to  be  selected  at  pleasure ;  the  lender  having  first 
bought  the  right  by  givir^  for  it  a  portion  of  his  capitaL  What 
he  really  lends  is  so  mudi  ct^ital ;  the  money  is  the  mere  instm- 
ment  of  transf^.    But  Uie  capital  usually  passes  from  the  lender 

'  Hu  )ut  trial  for  Wifadionft  in  OtMt  BriUin  look  pUcc  In  1T8S,  tlig 

tut  etat  of  DniTj  is  on  I&w  txiob  wu  in  ISM. 

*  FUHB^/la  qf  untied  Seonomg,  B.  III.,  ek.  8,  ^  1. 
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to  tbe  reodver  throng  the  tueaiifl  either  of  money,  or  of  an  ariee 
to  receive  mon^,  and  at  any  rate  it  is  in  money  that  thB  ci^Htat 
is  oommiitod  and  estimated.  Hwice  borrovii^  c^tol  ia  ozuvcr- 
sally  ealkd  borrowitig  mtmey;  Uie  loan  market  is  called  tbe 
moo^  market :  thoee  who  hare  their  c^tital  di^KnaUe  for  inreet- 
sient  or  loan  are  called  the  monied  claw :  and  tJie  eqmvaleBt 
given  fi»  the  OBe  of  caftital,  or,  in  other  words,  intofst,  ie  not 
only  called  the  interest  of  money,  hot,  by  a  grosser  perrereion  of 
tenn«,  the  value  of  money.  Tbia  nusapplication  of  tangtuge, 
awdeted  by  some  fiiUacdotu  a[^>earanees  wtddi  we  ahall  noiioe  and 
dear  up  hereaJW,  has  created  a  general  notion  unong  persona  in 
bosineea  that  the  Yalne  of  money,  meaning  the  rate  of  interect, 
has  an  intimate  connection  with  the  Value  of  Honey  in  its  proper 
■euse,  the  valne  la  porchaaing  powra  of  li»  eircnlating  meifinm. 
We  ihaU  return  to  this  subject  before  Long :  at  present  it  is  Mw^^igh 
to  say,  tliat  by  Yaloe  I  shall  always  mesa  Eichaoge  Yaliu^  and 
by  money  the  laedinm  (A  exchange,  not  the  ci^tal  which  ia 
wflsed  ttosa  baud  to  hand  through  tliat  medinm." 

38^  The  reader  has  mly  to  refer  to'a  previoos  diapter,^  where 
we  have  shewn  that  in  Roman  Law,  Rights  are  ezpres^y  declared 
to  be  Wealth  and  Mercbaiidiae,  and  what  we  have  said  under 
Price,  Interest,  and  DiBconnt,^  to  see  tliat  the  sole  confbaion  in  the 
case  has  been  creat«d  by  Uill  hiinBelf.  Tnigot  long  ago  obseired 
that  tlie  expression  Valae  of  Money  has  two  senses  * — "  It  ^peara 
from  this  explanation  of  the  manner  in  whidi  money  is  sold  or  ia 
lent  in  return  for  annual  interest,  that  there  are  two  w^a  of 
valuing  money  in  commerce. 

"  For  baying' and  selling,  a  COTtain  weight  of  money  repreeenta 
a  oertun  quantity  of  value  or  of  di^rent  kinds  of  merchandiae ; 
for  example,  an  ounce  of  money  is  equivalent  to  a  oaiam  qoanti^ 
«f  CMH,.  or  of  a  certain  number  of  days'  labour. 

"  In  loans  and  in  the  commerce  of  money,  a  capital'  is  the 
«q;iuTaIfflit  of  areot  equal  to  a  certain  portion  of  the  capital ;  and 
tec^irocaUy,  an  annual  rent  represents  a  coital  equal  to  the 
amount  of  Uiis  rent  repeated  a  certain  number  c^  tames,  accord- 
ing as  the  interest  is  higher  or  lower. 

"  These  two  difl^rent  modes  of  valuation  have  less  re^on,  and 
depend  lera  iqwa  each  other  than  we  might  think  at  finst  sight. 
'  CTop-  ^-i »  »■  ■  nid.,  I  14. 

*  Sar  UifimMticm  tt  la  dMrihiftBR  dn  rMsMM,  |  76. 


byGooi^lc 


%  as,  SS.]  INTBBEST  AND  DISCOCST.  75 

"  Hone;  migbt  ba  vei;  sbondaiit  in  ordinu?  commerw  nnd 
have  very  little  nJoe  in  it,  and  exchange  for  a  very  email  quantity 
of  ofxnmodides,  and  the  intenet  of  money  might  be  at  the  ewne 
time  very  high." 

And  in  §  78,  he  sayB  that  in  the  value  of  money  oompared  to 
fxunmodities,  it  is  the  money  conodered  as  metal  which  is  the 
object  of  TahiatiDa.  In  the  Talnation  of  the  intereet  of  mooey,  it 
ia  the  nae  of  the  money  during  a  certain  time  -wbiiih  is  the  object 
of  TaloatitHL 

The  &ct  is  that  there  are  two  ways  in  which  the  Value  of 
money  may  be  estimated.  Ona  ia  Ute  actual  quantrtj  of  mtr- 
chandiae  or  debta  that  it  may  purchase  or  be  excJianged  for;  and 
the  other  is  Q»  Profit  which  may  be  made  1^  ita  nee  in  purt^aring 
either  metchandiBe  or  debts. 

Now,  in  gpeaikiag  of  the  Value  of  Money  with  respect  to  eora- 
ntodities,  it  is  usual  to  epeak  of  the  quantity  of  commeditiea  it 
will  pnrdiase ;  when  qraakii^  of  the  Value  <^  Money  with  re^>eet 
to  debta  it  is  usaal  to  ^>eak  of  the  Profits. 

Debt  being  a  saleable  commodity,  it  is  necessary,  as  we  have 
already  observed,  to  fix  i^Kin  a  unit  of  debt  for  the  pnrposee  et 
OHnmerce,  as  is  done  wiUi  rei^iect  to  every  other  commodity 
which  is  bought  and  sold.  The  unit  of  debt  commonly  used  la 
£100  payable  one  year  after  date.  If  a  sum  of  money  be  pmd 
down  &x  such  a  debt,  that  mone;  is  Uie  price  of  the  debt ;  and,  of 
course,  the  Value  of  Money  with  respect  to  debt  vuies  exactly 
according  to  the  qoantity  of  debt  it  will  purchase,  jusi  as  it  does 
in  respect  to  any  other  merchuidjse. 

There  are  two  ways  of  buying  and  selling  snch  debt  in  eem- 
merce.  The  Profit  is  agreed  apon,  and  in  oae  method  the  ftall 
sum  is  advanced,  and  in  exchange  for  that  there  is  received  lh» 
Bight  to  demand  the  sum  tt^etber  with  the  Profit  at  the  end  of 
the  year.    la  this  case  the  I^fit  is  called  Imtbbbbt, 

In  lite  otbw  the  Profit  agreed  upon  is  retuned  by  the  lend^  at 
ibe  time  of  the  advance,  and  the  diffoence  is  paid  down,  and  the- 
lender,  in  exchange  for  it,  receives  the  Eight  to  demand  the  fiil]^ 
sam  at  the  end  of  the  year.    In  this  mdhod  the  Profit  is  called 


I%iis,if  tbe-tmibof  debt  tobebeught  is  £10&and  the  Pmfit 
In  the  CH»  of  Interest  the  l^er  pays  dowff  jQIOfr  and  in 
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exchange  for  it  receives  the  right  to  demand  £105  at  the  end  of 
the  year. 

In  the  case  of  Disooimt  the  lendw  pays  down  £95  and  receives 
in  exchange  the  Itight  to  demand  £100  at  the  end  of  the  year. 

Now,  in  oommercial  usage  it  is  very  common  to  call  the  Pn^t, 
the  Valne  of  Money ;  and  if  the  Profit  rose  fhim  8  to  6  per  cent, 
it  wonld  be  said  that  the  Yalae  of  money  had  doubled,  because 
twice  as  much  Profit  wonld  be  made  l^  its  use.  Now,  when  this 
is  dewly  exphtined,  it  ia  evident  that  there  is  no  confWon  at  ah 
in  the  matter.  Traders  distinctly  nndetvtand  what  they  mean  hj 
nsiug  this  form  of  expression.  An  ambiguous  term  is  where  a 
word  denotes  different  things  in  nature  which  are  not  understood 
hy  those  who  use  it ;  such  as  the  word  Loab  denotes  two  operatioiiB 
of  a  distinct  nature ;  and  Uiis  difference  is  not  (Aiserved  by  those 
who  use  it,  and  who  conseqoently  deduce  very  erroneous  inferences 
finm  snch  nse.  Bi^  many  words  have  two  disdnct  meanings  in 
the  same  sdence,  and  when  these  different  senses  are  deariy 
nndeiBtood  by  them  who  cultivate  such  sciences,  anch  terms  are 
not  aml»gnons,  nor  ia  there  any  conftmon.  Traders  perfectly 
nnderstand  the  two  distinct  senses  in  which  the  term  Value  of 
Money  is  ased^  and,  consequently,  among  them  there  is  no 
ambignity  and  no  coni^uion — though  we  ofton  find  great  oon- 
fiision  among  writers  who  do  not  understand  commerce. 

In  different  points  of  view,  then,  the  term  Valne  of  Honey  is 
applied  to  the  Quaktitt  of  merchandise  of  any  sort  purchasable 
with  money ;  and  to  (he  Psonra  to  be  made  by  ttadii^  witii 
money :  and  when  (his  is  clearly  understood  the  fimunla  we  have 
given  in  a  preceding  chapter  is  strictly  accurate — 

The  Vakie  of  Mon^  varies  mvtruly  as  Pbioe,  and  direct^  as 
PaOFiTa 

&i.  Of  the  two  methods  of  trading  in  moneyt  Insurance  and 
other  G<»npanies  which  make  advances  to  landowners  and  otheta 
adopt  the  method  of  Interest :  but  Bankers  invariably  adopt  the 
method  of  Discount. 

Now,  as  by  interest  a  prt^t  of  £5  is  made  tm  the  advance  of 
£100,  and  l^  Discomit  a  profit  of  £6  is  made  on  the  advance  of 
£95,  it  is  evident  that  Discount  is  more  profitable  than  Interest. 

So  long  as  the  Profits  are  moderate  the  difference  is  not 
veiy  mat«ial ;  but  when  the  Profits  become  high  the  difierence 
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an  enormona  ratio,  as  a  few  nmple  exunplea  will 
ahew. 

Boppoae  a  money-lender  disoomitB  a  bill  at  20  fet  cent,  he 
advanoes  £80,  and  at  the  end  of  the  year  receives  £100 ;  and  the 
Profit  is  clearly  25  per  cent. 

If  he  disGonntfl  a  bill  at  60  per  cent.,  he  advances  £50,  and 
at  the  end  of  tjie  year  receives  £100 ;  the  Profit  exactly  eqoals 
the  advance,  or  is  100  per  cent. 

Soppoee  a  man  lent  £100  at  100  per  cent,  intereet,  he  would 
receive  £200  at  the  end  of  the  year :  if  he  dieconnted  a  bill  at 
100  per  cent.,  he  wonld  advance  nothmg,  and  receive  £100  at  the 
end  of  the  year ;  that  is,  the  Profit  wonld  be  mfinitel 

It  wonld  be  ont  of  [dace  in  this  work  to  investigate  the 
mathematical  fimnnhe  relating  to  Interest  and  Discount,  but  we 
may  give  a  table  shewing  the  difference. in  profit  made  by  these 
modes  of  tradii^; — 

TabU  ihttemg  the  Profits  par  emt.  and  per  atmutn  at 
Intwut  and  Discount. 


btonM. 

Dheout. 

M«^ 

«-n. 

Iiurat. 

DMomt. 

1 

1-010101 

6 

6-8e29SS 

90 

3S- 

1* 

l'SaS88S 

61 

6-961871 

80 

43-8B7148 

S 

3-040616 

7 

7-fi36Sei 

40 

66-666666 

a 

S-SM103 

7* 

8-ioeios 

60 

100- 

8 

B-093TB8 

8 

8-606663 

60 

160- 

81 

e-6«04S 

81 

e-81147B 

70 

SS8. 

i 

4-166666 

B 

0-890109 

80 

400- 

4 

*-70W70 

91 

10-496183 

» 

900- 

$ 

6-S68m 

10 

11-111111 

100 

iBfitOt*. 

H 

B-8»106 

IS 

18-838530 

- 

- 

A  consideration  of  this  table*  will  ahew  how  Bankers'  profits 
increase  when  diacoimt  becomes  high  i  and  also  what  diacoimting 
a  bQl  at  60  and  60  per  cent — ^which  we  occasioiially  hear  o"  ' 
courts  of  I 
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85.  Bnppofliiig,  howerer,  liie  rate  of  interaBt  to  be  free  and 
nufettered,  aa  it  hot  Ig,  it  is  very  easy  to  see  the  conrnderataiMM 
which  wonld  govern  it  In  tlie  first  place,  as  Qie  interest  is 
tiwvji  ft  part  of  the  fvofits  realised,  it  is  (dear  that  the  fiint 
element  which  will  determine  it  will  bs  tlie  eqiected  rate  of 
profit.  The  next  is  the  proportion  brtween  ca^tal  and  tiie  demiuid 
fir  it.  If  cs{Htal  be  Tery  scarce,  and  those  who  want  to  hoenfw 
it  nnmeroDS,  they,  of  courBe,  will  naturally  give  a  greatar  pro- 
portion of  the  [oofita  to  the  capitalists.  Bnt  if  capital  be  abtuutnnt, 
and  those  who  want  to  borrow  it  be  fbwer,  the  capitaliete  will  havv 
to  be  contented  with  a  smaller  pn^mtion  of  the  profits,  and  tiie 
rate  of  interest  will  fiJL  These  oonsiderattODS  shew  at  once 
that  interest  oonfoms  to  the  rule  we  hare  abready  established 
fbr  prices,  fin:  the  profits  expected  to  be  realised  l^  means  <^ 
ttte  capital  are  the  intenratj  of  the  serrice  rendered ;  and  the 
number  of  those  who  want  to  borrow  compared  to  the  qoanti^  of 
coital  to  be  lent,  represente  the  power  of  the  buyer  orer  &e 
seller.  Hence,  interest  Taries  directly  as  the  profits,  and  inversely 
as  the  proportion  of  the  sapply  to  the  demand. 

The  preceding  connderationB  shew  that  the  Interest  of  money 
is  precisely  analogoos  to  tiie  Bent  paid  by  a  farmer  to  a  landlord. 
They  are  each  of  them  paid  ont  of  the  prpfite  realised,  and  they 
are  the  hire  paid  by  the  borrower  fbr  tiie  use  of  trading  capital, 
and  they  generally  bear  sane  proportion  to  the  profits,  bat  iriiat 
proportion  that  will  be,  is  modified  by  particular  circnmBtances  in 
each  case. 

These  oondderatiimB  contain  the  general  principles  whidi 
govern  iiderest  under  ordinary  circnmstancee,  but,  ttf  course,  in 
times  of  great  conmiercial  difficulty,  both  general  and  particular 
sums  are  paid  for  the  nse  of  money  very  mnch  higher  than  the 
nsoal  rates,  which  are  ^so  called  interest ;  bat  &e6e  are  ex- 
ceptional cases,  and  are  paid,  not  out  of  the  legitimate  profits  of 
business,  bat  for  some  great  exigence,  as  fbr  the  ose  of  snms  for 
a  ehort  time  to  stave  off  min,  or  other  penalties  which  may  attach 
to  a  trader  ttx  Mling  to  meet  his  engagements!  The  sums  pud 
in  snch  abnormal  instances  are  not  Mrly  to  be  called  interest.  It 
is  evident  that  interest  cannot  contdnaa  fiff  any  time  to  exceed 
profits,  any  mwe  than  cost  of  production  can  continue  to  exceed 
vahie.  If  it  does,  the  sapply  of  commodities  will  be  limited  until 
the  value  eroeeds  the  cost :  so  ifinterest  exceeds  profits  production 
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nQ  be  limited  ontQ  tha  profitB  aie  raised.  Benc^  the  moBt 
powerfiil  method  of  corUng  over-piodactioa  is  to  raise  the  rate  of 
^iaqoiuit  ap  as  to  annihilate  praiita. 

S6.  "We  mnflt  also  obeerre,  that  though  rent  and  ioteiQet  are 
analogDiu  in  ttieir  nature,  so  &r  as  they  are  each  the  remimeratioa 
^d  for  the  temper^  use  (tf  a  species  of  ctfutal,  yet  they  proceed 
in  (^paaite  directions  in  the  progress  of  society,  the  reason  of 
vhiidi  is  Tei7  otmons.  In  an  earty  stage  of  society  land  is  very 
abondant,  and  &od  is  rery  abnndant,  consequently  when  evciy  om 
can  buy  land  tot  himself,  he  will  not  hire  any,  and  even  if  he 
does,  the  rent  most  be  very  low,  because  the  price  of  food  out  of 
which  rent  cwnes  ia  very  low.  On  the  other  hand,  c^tal  or 
money  U  very  searce,  and  there  is  a  great  demand  for  it  as  well  as 
for  laboar,  consequently  wages  and  interest  will  be  very  high. 
Bat  as  p<^Qlat3on  and  wealth  increase,  the  land  becomes  more 
Karoe,  and  the  demand  for  food  increases,  which  raises  the  prioe 
of  fbod.  There  is  less  land  to  be  sold,  and  its  price  is  mndi 
higher,  consequently  many  persons  who  prefer  that  mode  of  life, 
v^  cannot  i^ord  to  boy  land,  are  obliged  to  hire  it  and  pay  rent 
for  it,  and  as  the  price  of  food  increases,  rent  increasefl  too.  On 
the  other  hand,  each  sooceesiTe  generation  adds  to  the  accnmnla- 
turn  of  capital;  tbe  number  of  persons  who  have  disposable 
capital  to  lend  increases,  and  this  naturally  diminishes  interest, 
nan  eqiecially  as  profits,  ont  of  which  interest  is  paid,  also 
naturally  diminish  from  the  efiecta  of  competition.  The  fact  is. 
that  Hiese  two  e^>ecies  of  capital,  land  and  money,  are  subject  to 
iniove  oonditi<»iB  in  the  progress  qf  sooie^.  The  dj^nand  fbr 
land  increases  foster  than  the  sa(>ply>  tbe  supply  of  numey 
increases  foster  than  the  demand. 

These  are  t^e  causes  which  penuaneotly  govern  the  market  rate 
(^  interest  in  different  oonittries ;  bnt  in  Ijie  same  country  the 
narket  rates  of  different  species  of  securities  differ,  and  their 
latea  my  from  time  to  time  according  to  ciicnmstances ;  Imi  yeft 
they  Till  all  be  found  to  be  governed  by  one  genend  mle. 

La  considenng  Uie  question  we  hare  hitherto  not  admitted  any 
idea  of  the  danger  of  the  eecuri^,  bat  we  have  supposed  the 
imestaneot  to  be  perfteUy  safe ;  aiid  it  is  only  Qis  snm  paid  and 
t«oeiTed  for  the  nse  of  the  money  under  a  Aill  sense,  of  tlie  securi^ 
qf  the  investptent  that  ehonld  be  strictly  teimed.  interest.    Bat 
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almoflt  all  inTestmenta  are  subject  to  more  or  less  risk,  and  the  nmi 
received  under  the  demnnmatioii  of  intereet  mnBt  indnde  two 
elements,  one  the  actual  hire  for  the  mone^t  and  the  other  it  ■ 
preminm  of  insarance  on  the  riak,  and  jxak  as  this  risk  ie  gnata, 
so  rnnst  the  premium  be  higher.  Interest  vill  be  found  to  be 
exactly  anali^oiu  to  rent  or  hire  described  in  Ctu^ter  IV^  $  S2. 
It  was  there  seen  that  (he  rent  or  hire  of  any  article  con^niied 
two  elements,  (me  the  profits  of  the  capital  inrested  in  it,  the  otlia 
to  replace  the  deterioration  or  wear  and  tear  of  the  artide  itselC 
Now,  bad  debts  and  losees  in  trade  may  be  considered  bb  the 
deterioration  or  wear  and  tear  of  capitaL  And  the  snm  paid  fat 
the  nse  cd'  money  in  a  particular  employment  mnst,  in  a  similu 
way,  oomprehend  one  element  ki  the  Bunple  profits,  and  the  other 
sufficient  to  oorer  the  nsnal  losses  and  risks  of  that  mode  (^ 
inTestmeab  If  one  busmeas  is  more  hazardous  than  another,  it 
is  quite  dear  that  no  capitalist  will  lend  his  capital  to  that  em- 
ployment nnlees  he  receives  in  the  long  run  enongh,  not  only  to 
give  the  [rofits  of  capital,  but  also  to  cover  the  losses  and  replace 
the  wear  and  tear,  or  deterioration,  of  ci^ital.  Hence,  the  rale 
of  interest  will  alwa;f8  rise  in  proportion  to  Uie  ri^  of  the 
secnrity,  and  hence  there  must  always  be  in  the  same  conntry,  sod 
at  the  same  time,  a  different  market  rate  of  interest  for  ererj 
investment  of  a  different  degree  of  security,  jnst  as  there  ii 
always  a  different  rate  of  hire  or  rent  for  articles  of  different 
d^^rees  of  perishabihty.  But  these  different  rates  will  elwaji 
.  rise  and  &11  together. 

87.  We  may  look  at  the  qnestion  in  another  light.  Len^dng 
oat  money  at  intereet  may  be  regarded  as  the  pnrchase  of  an 
annnity,  to  last  for  a  loi^^  or  a  shorter  period,  according  to  the 
agreement  of  the  parties.  Hence,  in  pnichaBiiig  snch  an  annuity, 
the  price  of  it  has  to  be  considered  jost  in  the  same  way  as  the 
{nice  of  anything  else.  Now,  it  is  quite  evident  dkat  the  valne  of 
the  annuity  must,  in  a  great  measure,  depend  upon  its  certainly  of 
being  paid,  or  upon  its  security ;  and  if  there  be  one  species  of 
security  more  certtun  than  another,  it  is  qtdte  clear  that  the 
former  is  a  service  of  greater  intensity  than  the  latter,  and  must 
be  paid  for  accordingly.  Thus,  we  may  say,  that  a  person  who 
offers  to  take  money  at  interest  wants  to  sell  an  annuity  to  the 
lender  of  money,  aad  just  in  jRoportion  as  the  secority  he  can  olfo 
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is  good,  BO  will  he  get  a  higher  price  for  U ;  bo  that  the  interest  of 
money  paid  hj  the  borrower  will  be  just  in  proportion  to  the 
risk  mn.  Thus,  money  may  be  lent  to  merchants,  to  landownerB, 
or  to  goTemment.  Now,  merchants  are  always  subject  to  tm- 
fbreflcen  diaasters,  not  only  from  their  own  speculations,  which 
may  torn  ont  nnfortnnate,  bat  they  are  osnally  so  involved  with 
others  that  they  are  always  hable  to  soffer  from  the  &nlts  or 
misfbrtuDes  of  others ;  consequently  there  is  always  some  risk  in 
lending  them  money.  The  owner  of  land  is  exempt  from  many 
of  the  risks  a  merchant  is  exposed  to ;  he  is  not  generally  involved 
with  others  in  his  bosiness,  bnt  his  prosperity  is  based  npon  the 
land  itself,  and,  as  long  as  that  is  jndicionsly  managed,  it  gives 
fiprth  a  snre  increase,  unless  nnder  the  effects  of  some  temporary 
dispensation  of  Providence.  Consequently  the  secority  for  && 
payment  of  an  annnity  based  npon  the  increase  of  the  e^rtii  is  far 
greater  than  one  which  is  liable  to  the  casualties  of  commerce.  A 
ronsiderably  higher  price,  therefore,  will  generally  be  given  for  an 
annuity  whose  security  depends  upon  land  than  npon  commerce, 
that  is,  a  landowner  can  usually  borrow  ou  cheaper  terms  than  a 
trader.  The  Oovemment  of  this  cooatrf,  again,  is  considered  to 
be  more  secure  than  either  land  or  commerce ;  consequently,  by 
the  same  rule,  an  annuity  purchased  from  the  Government  should 
QBually  ooflt  more  than  either  of  the  two  former  ones.  And  Oiis 
exactly  corresponds  with  the  {act ;  the  interest  obtained  by  invest- 
ing money  in  the  funds  is  usually  lower  than  what  is  obtained 
either  from  mortgage  on  land  or  on  mercantile  sccnrity. 

We  may,  therefore,  consider  that  the  price  paid  for  the  use  of 
the  money  always  includes  these  two  elements,  one  of  which  is  the 
&ir  earnings  of  the  money  itself,  and  the  other  is  the  insurance  to 
cover  the  risk  of  the  loan  to  the  lender.  Each  of  these  varies  at 
diffbrent  times,  according  to  the  puticolar  person  to  whom  thr 
money  is  lent,  and  the  total  effect  will  vaiy  accordingly,  and  it 
is  sometimeB  not  ea^  to  discriminate  the  effects  due  to  each 
sepuatA  cause. 

These,  then,  are  the  circumstancefi  which  determine  the  rela- 
tive  market  rates  of  interest  on  different  species  of  security  in  any 
country  at  the  same  time.  If  the  rates  of  interest  be  observed  at 
any  pt^cular  time,  the  difference  arises  solely  from  the  difference 
in  the  estimated  safety  of  the  species  of  security.  And  it  vrill 
also  be  found,  that  if  the  rates  in  the  same  species  of  secnrity 
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vary,  it  is  because  there  is  more  danger  than  osual  in  the  par- 
ticnter  secnritr  offered  by  an  indlTidud.  Thoa,  in  the  qieciefl  of 
secnrity  offered  by  QoTemments,  vhicb  are  usually  called  toads, 
the  price  of  an  annnity  of  £3  a  year  fW)ni  the  EngUfih  QoTera- 
ment  is  seldom  mnch  nnder  £100,  while  no  one  wonld  give  more 
than  £30  or  £35  for  a  similar  one  from  the  dishoneBt  and 
bankmpt  QoTemmeDt  of  Spain.  That  is,  the  English  Govem- 
ment  can  borrow  money  at  little  more  than  three  per  cent,  while 
the  Spanish  Goremnient  can  scarcely  do  so  at  nine.  The  same 
may  be  scud  in  a  greater  or  less  degree  of  every  one  of  the 
Emvpean  GoTemmenta,  and  the  prices  of  annuities  to  be  paid  by 
them  vary  exactly  in  proportion  to  the  supposed  honesty  or 
capacity  of  each  to  fiilfil  its  t^reementa.  It  is  nnireiBally  tnie, 
that  tJte  Talne  of  the  different  kinds  of  annuities  at  the  same  time, 
and  in  the  same  market,  will  vary  exactly  in  proportion  to  the 
estimated  security  of  each.  But  this  is  by  no  means  l^e  case,  if 
the  obserration  be  made  at  different  times,  because  l^e  valne  d 
money  itself  changes  from  time  to  time,  like  that  of  any  othw 
commodity,  and  accordingly  the  price  paid  for  it«  use  will  vary 
according  (o  that  value,  bo  that  the  interest  received  from  the 
most  secnre  species  of  investment  at  one  time,  may  exceed  that 
usually  paid  for  the  least  secure  species  at  another  time,  and  this 
difference  in  value  will  be  caused  by  an  alteration  in  the  relation 
of  supply  and  demand,  in  accordance  with  the  general  principles 
that  govern  price.  Thus,  when  commerce,  is  stt^nant,  or  there  is 
a  BQperabundance  of  money  that  cannot  find  employment,  the 
competition  for  lending  it  increases,  and  the  power  of  the  bor- 
rower increases  over  each  lender.  On  the  other  hand,  when 
commerce  is  actjre,  there  are  more  peiBons  who  wish  to  borrow, 
and,  of  course,  the  price  will  rise  in  proportion  to  the  increase  in 
the  demand,  and  this  will  cause  a  rise  in  the  mai^t  rate  ttf  all 
secnrities. 

When  this  general  change  takes  place  in  the  market  rate  of 
interest,  it  by  no  means  implies  that  the  securities  are  more 
dangerous  at  one  period  than  another,  but  only  Uiat  money  itself 
has  risen  in  value,  and  the  different  species  (ff  secnrities  will 
preserve  the  same  relative  differences  as  before. 

A  fall  in  the  rate  of  iDt«reet  is  so  far  from  proving  t^e  saf^ 
of  the  security  that  it  will  &equently  be  found  to  be  worst,  when 
interest  has  been  voch  depressed  below  ,the  usual  rate.    Because 
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when  that  happens  all  sorts  of  wild  achemes  and  Bpecnlatione  are 
Bet  afloat,  partly  on  account  of  the  nndue  facility  of  obtuning 
capital,  and  partly  because  when  intereat  is  so  mach  depreesed 
there  are  so  many  persons  who  live  npon  the  interest  of  their 
money  who  become  so  distressed  by  the  diminntioQ  of  Uieir 
inoomea,  l^ey  are  tempted  to  embark  in  all  sorts  of  hasardons 
Bchones  which  promise  a  better  profit.  All  the  great  oommercial 
crites  of  late  yean  hare  been  preceded  by  a  continned  and  nnnsnal 
depresnon  in  the  rate  of  interest.  On  the  other  hand,  when  it 
lisea  mndi  higher  than  nsnal  it  pnts  a  stop  to  a  great  deal  of 
legitimate  bnsinees  in  a  manner  that  is  rety  injurious  to  the 
ooontiy.  It  is  clearly,  then,  most  ibr  the  pnbUc  advantage  that 
the  interest  of  money  should  neither  be  so  low  as  to  tempt  persons 
to  embaik  in  dangerous  Bpeculations,  nor  bo  high  as  to  impede 
real  and  nseftil  industry. 

38.  The  expression,  Yalne  of  M!oney,  being  apphed  to  the 
pnichaBe  of  two  distinct  species  of  articles  in  commerce,  namely, 
the  ratio  which  a  given  quantity  of  money  bears  to  a  given 
qoaotity  of  commodities,  and  also  to  the  price  of  debt»,  which  ii 
measured  by  the  ducouat,  has  given  rise  to  some  considerations  of 
a  somewhat  subtle  nati^  which  we  must  endearour  to  unraveL 
We  have  shewn  that  the  rate  of  interest,  or  discount,  depends 
upon  the  quantity  of  debta  offered  for  sale,  compared  to  the 
quantity  of  capital  to  buy  them  with,  just  in  Hie  same  way  as  the 
exchangeable  relations  of  money  and  commodities  are  fonnd  to  be 
influenced.  It  might  appear  therefore  at  first,  that  a  great 
increase  in  the  quantity  of  the  precious  metels  which  leads.to  a 
dimiaation  of  the  valne  of  money  with  respect  to  one  of  these 
articles  of  commerce,  should  also  necessarily  lead  to  a  diminution 
of  the  value  of  money  with  respect  to  the  other.  That  is  to  say, 
for  instance,  if  the  value  of  money  were  so  diminished  with  respect 
to  oranmoditiee,  that  it  required  doable  the  quantity  of  bullion  to 
pnrchase  any  given  commodities,  that  the  rate  of  intereat  or 
discount  ought  to  foil  to  one  half.  And  conversely,  that  if  tiiere 
was  such  an  increaBe  of  capital  that  the  value  of  money  dimin> 
ished  BO  much  in  purchaai^  debts,  that  the  rate  of  interest,  or 
discount,  fell  to  one  half,  that  tlierefore  t^e  quantity  of  bnllifm 
neceasaty  to  purchase  commodities  should  be  doubled.  It  would 
appear  tiiat  such  an  idea  that  the  Tfdue  of  money  should  diminish 
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to  one  half  with  reepect  to  commoditieB  and  remun  the  same  with 
reepect  to  discoimt,  was  paradoxical,  and  Belf-contradictory. 

Accordingly  Adam  Smith  sajs^  that  aeTentl  eminent  writers  hare 
msintained  that  the  increase  of  the  quantity  of  gold  and  diver  in 
consequence  of  the  discovery  of  the  Soath  American  miaee  was 
the  r^  canse  of  the  lowering  of  the  rate  of  interest  through  the 
greater  part  of  Europe.  Those  metals,  they  say,  havii^  become  of 
less  value  (t.  e.,  of  less  purchasing  power  with  respect  to  ockd- 
modities)  themselves,  the  use  of  any  particnlar  portion  of  them 
became  of  lees  valne  too,  and  consequently  the  price  which  shotdd 
be  paid  for  it.  Adam  Smith  says — "The  following  very  short 
and  plain  ai^nment,  however,  may  serve  to  explain  more  diatindlj 
(he  fitUacy  which  seems  to  have  misled  tbwe  gentlemen.  Be&He 
the  discovery  of  the  Spanish  West  Indies,  ten  per  cent,  seems  to 
have  been  the  common  rate  of  interest  throngh  the  greater  part  of 
Enrope.  It  has  since  that  time  in  different  conntries  eank  to  six, 
five,  fonr,  and  three  per  cent.  Let  ns  snppose  tiiat  in  every  par- 
ticnlar country,  the  value  of  silver  has  snnk  precisely  in  the  same 
proportion,  and  that  in  those  countries,  for  example,  where  interest 
has  been  reduced  tmm  ten  to  five  per  cent,  the  same  quantity  of 
silver  can  now  purchase  just  half  tiie  quantity  of  goods  which  it 
conld  have  purchased  before.  This  supposition  will  not,  I  believe, 
be  found  any  where  agreeable  to  the  truth,  but  it  is  the  most 
favorable  to  the  opinion  which  we  are  going  to  examine,  and  even 
upon  this  supposition  it  is  utterly  impossible  tbat  tlie  lowering  of 
the  value  of  silver  conld  have  the  smallest  tendency  to  lower  the 
rate  of  interest.  If  a  hundred  pounds  are  in  those  conutriea  now 
of  no  more  value  than  fifty  pounds  were  then,  ten  pounds  must 
now  be  of  no  more  value  than  five  pounds  were  then.  Whatever 
were  the  causes  which  lowered  the  value  of  the  CE^ital,  Uie  same 
must  necessarily  have  lowered  that  of  the  interest,  and  exactly  in 
the  same  proportion.  The  proportion  between  the  value  of  the 
ci^ital  and  that  of  the  interest  mnst  have  remained  the  same 
though  the  rate  had  never  been  altered.  By  altering  the  rate,  on 
the  contrary,  the  proportion  between  those  two  values  is  necessarily 
altered.  If  a  houdred  poonds  are  worth  now  no  more  than  fifly 
were  then,  five  poonds  can  be  worth  no  more  l^aii  two  pounds  ten 
shillings  were  tiien.  By  reducing  the  rate  of  interest,  therefore, 
ftom  ten  to  five  per  cent,  we  give  for  the  use  of  a  capital  n^aah  ia 
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BQppoeed  to  be  equal  to  one  half  of  its  former  vslae,  an  interest 
which  is  equal  to  one  fourth  only  of  the  value  of  the  former 
interest.''  The  foot  is  simplj  this,  that  the  interest  comprehenda 
two  dements,  one  part  of  the  profita  paid  for  the  use  of  the  money, 
the  other  as  insurance  for  the  risk  of  loae.  Now,  no  diminution  ia 
the  value  of  money  with  respect  to  commodities  can  make  the 
fllighteet  difference  in  respect  to  these  two  elements.  Whatever 
the  quantity  of  goods  be,  more  or  leas,  that  £100  will  purdiaae, 
the  part  <tf  Uie  profits  paid  for  the  use  of  the  money  will  still  be 
t^e  proportion  of  the  jClOO.  Nor  can  any  alteration  in  the  value 
of  money  have  the  slimiest  effect  in  inflaeucing  the  risk  of  the 
tr&naaction.  "Whether  the  usual  price  of  goods  he  £100  or  £50,  it 
can  make  no  difference  in  the  proportion  of  the  profits  ^reed  to  be 
paid  for  the  use  of  £100,  nor  in  Uie  risk,  consequently  it  can  have 
no  infioence  whatever  on  the  rate  of  interest  The  evident  proof  of 
this  is,  that  in  America,  where,  of  course,  money  has  diminished 
in  valoe  with  respect  to  commodities  just  as  in  the  rest  ot  the 
world,  10  per  cent,  is-  quite  a  common  rate  of  discount  for  the  best 
mercantile  paper.  In  California,  where  bullion  was  almost  a 
drug,  during  the  six  years  ending  1856,  interest  varied  &om  1^ 
to  2  and  3  per  cent,  per  month,  or  from  18  to  24  and  S6  per 
cent,  per  annum. 

Hume  also  observes  the  same  thing  ^ — "  Nothing  is  esteemed  a 
more  certain  sign  of  the  fbnriahing  condition  of  any  nation  than 
the  bwnesB  of  interest :  and  with*  reason,  thongh  I  believe  the 
cause  is  swiewbat  difi'erent  Irom  what  is  commonly  apprehended. 
Lowneas  of  interest  is  commonly  ascribed  to  plenty  of  money. 
Bat  money,  however  plenty,  has  no  other  effect,  if  fixed,  than  to 
raise  the  price  of  labour.  Silver  is  more  common  than  gold,  and 
therefore  yon  receive  a  greater  quantity  of  it  for  the  same 
ccnnmoditJes.  But  do  you  pay  leas  interest  for  it  ?  Interest  in 
Batavia  and  Jamaica  is  at  10  ^  eent,.  in  Portugal  at  6,  though 
these  places,  as  we  may  learn  from  the  prices  of  everything, 
aboond  more  in  gold  and  silver  than  either  London  or  Amsterdam. 

"  Were  all  the  gold  in  England  annihilated  at  once,  and  one 
and  twenty  shillings  snbetitnted  in  the  place  of  every  gninesi 
would  money  be  more  plentifol,  or  interest  lower?  No  surely: 
we  should  only  use  silver  instead  of  gold.  Were  gold  rendered  as 
common  as  silver,  and  silver  as  common  as  copper,  would  money 
■  E-ni/t.    Part  II.    Fmoij  i:  0/  Inttrut, 
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be  more  plentaM,  or  interest  lower  ?  We  may  aaniredl;  give  tbe 
■ame  tmewer.  Our  shUlingB  Tronld  then  be  yellow,  and  our  half- 
pence white ;  and  we  Bhonld  have  no  guineas.  No  other  difference 
would  ever  be  obserred ;  no  alteration  on  commerce,  mannfactnree, 
naTigation,  or  interest ;  unless  we  imagine  that  the  colour  of  tfae 
metal  is  of  any  ooDseqnence. 

"  Now,  what  is  so  visible  in  these  greater  ToriatioaB  of  scarcity 
or  ahnndance  in  tbe  precious  metals  most  hold  in  all  infeioo- 
(jianges.  If  the  multiplying  of  gold  and  silTcr  fifteen  times 
makes  no  difference,  much  less  can  tbe  doubling  or  tripling  them. 
All  augmentation  has  no  otlier  effect  than  to  bdghten  the  price  of 
labour  and  commodities:  and  even  this  variation  is  litde  mare 
than  that  of  a  name.  In  the  progress  towards  these  changes,  the 
augmentation  may  have  some  influence  by  exciting  indusby,  but 
alter  the  prices  are  settled,  suitably  to  the  new  abundance  of  gold 
and  silver,  it  has  no  manner  of  influence. 

"An  eflfect  always  holds  proportion  with  its  cause.  Prices 
have  risen  near  four  times  since  the  discovery  of  the  Indies :  and 
it  is  probable  gold  and  silver  have  multiplied  much  more.  But 
inUrest  hag  not  falUn  rniuk  above  half.  The  rate  of  intereet 
therefore  (!)  is  not  derived  Irom  tbe  quantity  of  the  fwecionB 
metale. 

"  Money  having  chiefly  a  fictitious  value,  the  greater  or  less 
plenty  of  it  is  of  no  consequence,  if  we  consider  a  nati<»i  wittiitt 
itaelf :  and  tlie  quantity  of  specie,  when  once  fixed,  Uiongb  ever 
BO  large,  has  no  otlier  effect  tJian  to  oblige  every  one  to  tell  out  a 
greater  number  of  those  shining  bits  of  metal  for  dotiies,  ftimi- 
tnre,  or  equipage,  without  increasing  any  one  convenience  of  life. 
If  a  man  borrow  money  to  bnild  a  honse,  he  then  carries  home  a 
greater  load :  because  the  stone,  timber,  lead,  glass,  &c.,  with  the 
hibonr  of  the  masons  and  carpenters,  are  represented  by  a  greater 
quantity  of  gold  and  silver.  But  as  these  metals  are  considered 
chiefly  as  repreeentetions,  there  can  no  alteration  arise  from  their 
bulk  or  qnantity,  their  weight  or  colour,  either  upon  their  real 
value  or  their  iotereet.  The  same  interest,  in  all  cases,  bears  the 
same  pn^rtion  oS  the  sum.  And  if  you  lent  me  so  mocb  labour 
and  BO  many  conmiodities,  by  receivii^  five  ptr  cent,  yon  always 
receive  pr(f>ortional  labour  and  conmio^tiee,  however  reprefleiited, 
whether  by  yellow  or  white  coin,  whether  by  a  pound  or  ^n  ounce. 
It  is  in  vun,  therefore,  to  look  for  the  cause  of  the  fall  or  rise  of 
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interest  in  the  greater  or  lees  qnantlty  of  gold  and  silver  wliich  ii 
fixed  in  any  nation. 

**  High  interest  arisee  from  thr»«  circnuiBtiuioes :  a  great  demand 
for  borrowing,  little  riches  to  sq^ly  that  demand,  and  great  profits 
arimng  iaaa.  commerce :  and  dte  drcimistaiicee  are  a  clear  proof 
<rf  Uie  small  advance  of  ounmerce  and  industry,  not  of  the 
Bcarcity  of  gold  and  silver.  Low  interest,  on  Uie  other  hand, 
proceeds  from  Uie  Oirte  (^poeit«  drcnmstances :  a  small  demand 
fin-  borrowing;  great  riches  to  snpply  that  demand;  and  small 
profits  arising  ^m  commerce:  and  these  circomstances  are  all 
connected  tt^etlier,  and  proceed  from  the  increase  of  industry  and 
commerce,  not  of  gold  and  BUver." 

We  see  in  the  above  extract  that  Hnme  is  not  consistent  with 
himself.  He  first  asserts  that  an  increase  of  the  qnantity  of  money 
can  have  no  effect  on  the  rate  of  interest,  and  he  then  admits  that 
the  rate  <^  interest  had  fallea  one  half  since  the  discoveries  in 
America :  and  afterwards  he  expressly  admits  that  the  abnndance 
of  riches  to  supply  the  demand  for  borrowing  lowers  the  rate  of 
interest. 

89.  As,  then,  it  is  nnqnestionably  certain  that  a  diminution  in 
the  valne  of  money,  both  with  respect  to  debts  and  commodities, 
may  be  caosed  by  an  increase  of  capital  or  money,  it  becomes  a 
very  important  and  a  rather  subtle  question,  to  determine  under 
what  circumstances  either  or  both  of  these  r^niltfi  is  produced. 
And  it  is  a  question  of 'peculiar  interest  at  tiie  present  time,  when 
the  abundance  of  the  Australian  and  Galiibmian  gold  fields  would 
tead  many  persons  to  expect  a  similar  alteration  of  value  as  took 
place  at  tiie  disoovery  of  America. 

We  do  not  speak  of  Australia  and  California  themselvee,  where 
gold  was  a  positive  drug  for  some  time,  but  of  the  effects  which 
may  be  anticipated  in  the  old  established  countries  of  Europe.  It 
is  evident  that  as  an  increase  in  the  quantity  of  money  is  capable 
tit  acting  on  its  valne,  both  with  regard  to  debts  and  commoi^ties, 
its  first  effects  will  be  manifested  in  respect  of  that  on  which  it  first 
acts.  Now,  onder  the  artificial  system  of  the  currency  produced 
l^  modem  banking,  the  supplies  of  gold  invariably  find  Ibeir  way 
into  banks  in  t^e  first  instance.  And  the  bunneea  of  banking,  as 
we  have  seen,  consists  in  buying  debts  in  a  peculiar  way.  Now, 
the  banks  having  an  nnosual  qnantaly  of  money  lodged  with  them, 
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are  of  oogne  eagex  to  6mpl<7  it  profitably,  and  in  order  to  do  this 
thej  lower  the  rate  of  diBcount,  i.  e.,  iixej  give  a  higher  pn<»  for 
debts.  Now,  though  a  bill  of  exchange  in  its  proper  aenee  always 
repreeente  a  past  <q>eration,  yet  tiiey-aie  brongbt  &r  mle  to  bai^^n 
chiefly  for  the  Bake  of  fiinds  to  employ  in  a  fiitnre  i^nttitHi.  Now, 
leaving  ont  of  the  qneetion  any  part  of  the  rate  of  dtBcoont  which 
loay  be  doe  to  the  riaJc,  a  high  rate  of  discount  ie  a  ptoot  and  a 
sigQ  of  the  activity  of  enterprise.  And  whenever  the  hi^  rate  of 
discount  arises  from  the  activity  of  enterprisei  it  may  be  laid  down 
as  a  certainty  that  there  is  abondance  of  enterprise  ready  to  staii 
into  existence,  and  which  is  only  curbed  by  the  high  rate  of  difr- 
connt.  As  soon  as  the  mte  of  diecoant  is  lowered,  this  enterprise 
is  called  into  existeiice,  and  aew  operations  of  all  tjnds  are  com- 
menced ;  and  as  the  increase  of  operations  jost  corret^nds  to  the 
increase  of  capital,  no  diminution  in  the  vatae  of  money,  with 
respect  to  commodities,  takes  place,  though  it  does  with  reepect  to 
debts.  An  example  of  the  truth  ctf  what  we  say  occurred  in  the 
year  1M4,  when  from  various  circumstances  an  nnnsoal  qoanlil^ 
of  capital  was  accumulated  in  the  hands  of  bankers,  and  the  rate 
of  discount  fell  to  two  per  cent,  but  no  increase  in  the  prices  of 
goods  generally  took  pUce ;  that  is,  there  was  a  great  dttimiutioD 
in  the  value  of  money  with  respect  to  debts,  hut  no  diminution  in 
its  value  with  respect  to  commodities. 

40.  But  however  enterprising  the  country  may  be,  there  is  a 
limit  to  its  enterprise,  and  as  soon  as  that  limit  is  reached,  an 
increased  quantity  of  money  can  lead  to  no  fr^sh  enterprise ;  the 
consequence  of  wiiich  is  very  manifest.  The  quantity  of  money 
being  continually  added  generates  no  fr'esh  enterprise,, ie  forced 
into  the  previously  existing  channel  of  circulation,  as  it  is  called, 
and  having  no  freeh  work  to  do,  it  merely  requires  a  greater 
quantity  of  money  to  do  the  same  work  that  a  less  quantity  did 
before.  That  is  to  say,  a  dimiontion  in  the  value  of  money  with 
respect  to  commodities  takes  place.  One  hundred  pounds  perh^M 
will  now  only  do  the  same  work  that  flfly  did  before,  a  permanent 
alteration  takes  place  in  the  ezdiangeable  relations  of  bullion  and 
commodities,  and  the  rate  of  iniertst  will  spring  hack  to  its  former 
level.  Becanse,  as  we  have  already  observed,  the  interest  is  always 
a  definite  portion  of  the  profits.  And  the  ratio  of  £5  to  £100 
must  always  be  the  same,  whatever  quantity  of  goods  that  £100 
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win  pnrchafle,  be  it  modi  or  little.  We  therefore  obtain  this 
Amdamentid  law  of  the  effect  of  the  increase  of  the  qnantitj-  of 
monejr :  That  as  long  aa  the  intreate  of  tht  quofUUy  of  capital 
affteU  ths  value  of  money  wiih  retpeet  to  debts,  it  has  no  tffsol  on 
its  value  wi/h  rt^ect  to  commodities:  and  as  toon  as  it  legins  to 
afftet  its  value  with  rewpect  to  eommodHien  it  aatet  to  affect  Ha 
value  vnth  reject  to  debts.  We  have  illiutrated  the  first  part 
of  this  prc^>oBiti(Hi  hj  a  reference  to  the  case  of  England  ia 
18U,  as  a  proof  of  the  troth  of  the  latter  port  of  il^  we  may  take 
the  cases  of  Califoniia  and  Anetralia,  where  the  exchangeable 
relation  of  bullion  and  commodities  were  so  rerj  different  tnaa 
England,  yet  the  rate  of  interest  is  rery  mnch  higher. 

41.  Hnme  says' — "Nor.  is  the  ease  different  with  regard  to 
the  tecond  circnmBtance  which  we  propose  to  consider,  namely,  the 
great  or  little  riches  to  supply  the  demand.  This  effect  also 
depends  on  the  habits  and  wa^  of  hring  of  the  people,  not  on 
die  quantity  of  gold  and  bUtct.  In  order  to  have  in  any  State  a 
great  nomber  of  lenders,  it  is  not  soficient  nor  requisite  that  there 
be  great  abnndance  of  the  precioos  metals.  It  is  only  requisite 
that  the  pn^rty  or  command  of  that  qnandty,  which  is  in  the 
State,  whether  great  or  small,  should  be  collected  in  particular 
hands,  so  as  to  form  considerable  soms,  or  compose  a  great  moneyed 
btereet.  This  begets  a  number  of  lenders,  and  sinks  the  rat«  of 
usury;  and  this  I  shall  Tenture  to  affirm,  depends  not  on  the 
quantity  of  epede,  but  on  particular  manners  and  customs,  which 
nuke  Qie  specie  gather  into  separate  smns  or  maases  of  con- 
dderable  value." 

In  tliis  extract  Hume  has  tonched  the  right  point.  It  depends 
on  the  manner  in  which  money  is  used  whether  it  prodacea  a  &11 
in  the  rate  of  interest  or  not.  He  himself  in  this  essay  quotes 
Oarcilasso  de  la  Yaga  as  saying  that  interest  in  Spain  fell  nearly 
a  half  immediately  after  the  discoTcry  of  the  West  Indies. 

The  Eact  is  that  both  these  phenomena^-a  raising  of  the  price 
ofcoflmH>dities,  and  a  nusingof  the  price  of  debts, «'.  «.,  a  lowering 
of  the  Bate  of  Interest,  are  examples  of  the  great  General  Law  of 
Eoonomics.  An  increased  quantity  of  money  may  be  used  in  two 
ffistinct  ways— eitber  in  the  purchase  of  commodities,  or  in  the 
'     J  of  debts.     If  it  is  entirely  used  in  the  purchase  of 

'  Etiay  on  Inlereil. 
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commoditiefl,  and  they  are  not  mcreased  in  a  similar  ratio,  the  mdj 
effect  can  be  a  geaeral  rise  of  prices ;  and  no  change  can  take 
place  in  the  rate  of  interest ;  bat  if  the  increased  quantity  of 
money  be  nsed  in  the  pnrcbase  of  debts,  for  a  Bimilar  reason,  the 
inevitable  effect  will  be  a  Taiging  of  die  price  of  debts,  i.  «.,  a 
lowering  of  the  rate  of  interest.  Bnt  as  commerdal  debta  are 
nsnall;  created  fbr  the  purpose  of  increasing  the  prodnctioii  of 
ccanmodities,  snch  a  nse  of  money  does  call  an  increased  quantitj 
of  commodities  into  existeace ;  and,  consequently,  no  change  in 
tlie  value  of  money  with  respect  to  them  need  occur. 

And,  of  course,  if  the  increased  quantity  of  money  be  used 
partly  to  purchase  oommoditiee,  and  partly  to  purchase  debts,  both 
efi^ts  will  be  produced :  the  price  both  of  commodities  and  debts 
will  be  raised;  neither  however  so  mnch  as  if  the  increased 
quantity  of  money  were  nsed  exclusively  in  either  way.  There- 
fore the  prices  of  commodities  will  be  raised  and  the  rate  of 
interest  will  be  lowered.  And  tiiis  is  exactly  what  did  hi^pen 
after  the  discoveiy  of  America.  Hume  and  many  other  writers 
have  observed  that  though  the  prices  of  all  things  rose  greatly,  they 
did  not  rise  in  proportJoa  to  the  increased  quantity  of  money. 
Smith  and  Hume  also  say  that  numerous  writers  observed  that  the 
rate  of  interest  also  fell  very  considerably.  The  reason  of  these 
two  effects  is  perfectly  plain.  Part  of  tiie  increased  quantity  of 
money  was  need  to  purchase  commodities  directly,  and  part  was 
used  to  purchase  debts ;  and  consequently  the  price  of  both  was 
raised;  that  is,  the  price  of  commodities  rose  and  the  rate  of 
interest  fell. 

The  truth  of  tiiese  remarks  is  shewn  by  the  immense  raising  of 
the  price  of  debts,  i.  0.,  lowering  the  rate  of  discount,  the  im- 
mensely increased  production  of  commodities  of  all  kinds,  and  the 
sligbt  change  which  has  taken  place  in  the  value  of  agricultural 
prodoctA  effected  by  the  institntion  of  Banks.  We  have  in  a 
previous  chapter  folly  exhibited  the  mechanism  of  banking ;  and 
shewn  how  utterly  erroneous  is  the  common  qjiuion  as  to  the 
effect  of  banking. — that  it  is  merely  lending  out  money  collected 
tram  the  oommnnity :  thongh  even  .if  it  were  confined  to  that, 
it  would  greatly  reduce  the  rate  of  discount.  Bnt  we  have  shewn 
&.ab  all  banking  in  this  country  conaiHta  in  the  ereaHon  of  Credit, 
several  times  exceeding  the  quantity  of  money  deposited.  This 
increased  quantity  of  Credit  produces  all  the  effects  of  an  increased 
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qoitntit?  of  money  in  aiding  in  the  production  of  commoditiefl,  as 
well  M  in  lowering  Uie  rate  of  discotint.  And  it  is  precisely 
because  these  creations  of  credit  are  mainly  used  to  increase  the 
quantity  of  conmiodities,  that  they  have  produced,  comparatJTely 
q)esking,  bo  tittle  effect  on  prices.  It  has  been  calculated  that  in 
the  form  of  banking  depoeils  alone  in  England  Credit  has  been 
crested  to  tlie  ainonnt  of  £800,000,000;  and  this  prodacea 
tixactJy  the  same  effects  as  bo  mnch  money. 

Thus  we  see  how  bankers  can  exist  with  snch  very  low  profits. 
Ordinary  traders  often  make  profits  at  the  rate  of  several  thousand 
per  cenL  per  annnm,  and  no  one  conqilains :  and  the  reason  is 
that  they  deal  with  their  own  capital  and  on  comparatively  small 


But  a  banker's  own  capital  is  but  a  very  small  port  of  what  he 
trades  with.  He  opens  a  Bh<^  for  the  pnrpoee  of  buying  other 
pe<^Ie'B  capital,  either  with  a  mmple  promise  to  pay,  whidi  costs 
nothing,  or  Bometimea  with  a  promise  to  pay  a  moderate  interest. 
Having  collected  this  basis  of  bullion,  he  then  oS^  to  bny  com- 
mettud  debts :  and  he  also  bnys  these  with  a  simple  promise  to 
pay — his  own  credit— which  coste  him  nothing,  but  for  which  he 
diwges  exactly  the  same  as  if  it  were  money.  By  this  means  he 
is  Kiabled  for  all  practical  purposes  to  multiply  the  money  in  his 
keeping  several  times ;  and  he  is  enabled  to  give  a  higher  price  lor 
the  debts  he  bays.  And  when  many  bankers  carry  on  the  same 
kind  of  business  Bimaltaneonsly,  they,  of  course,  bid  gainst  one 
another,  and  this  raises  the  price  of  debts,  i.  «.,  lowers  the  rate  of 
diuount,  exactly  as  an  equal  quantity  of  money  would  do.  This, 
then,  shews  how  erroneous  is  the  absolute  doctrine  that  an  increase 
of  money  cannot  lower  Uie  rate  of  interest :  and  also  when  Mill 
says' — "  The  rate  of  interest,  then,  depends  essentially  and  per- 
manently, on  the  comparative  amonnt  of  real  captial  offered 
and  demanded  in  the  way  of  loon " — such  a  doctrine  is  utterly 
unintelligible  unless  credit  be  admitted  to  be  Coital ;  because  all 
banking  loons  are  new  creations  of  credit,  and  it  is  this  enormonA 
creation  of  credit  which  has  bronght  the  nU»  of  discount  so  low  in 
thiEcouitiy. 

42.  To  appreciate  more  fully  the  great  reduction  in  the  rate  of 
interest  whidi  the  modem  qntem  of  banking  has  e&oted,  we  have 

■  Prine^U*  iff  PoiitiaU  Economy,  B,  III.,  cA.  S>,  |  4. 
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on];  to  consider  the  vmai  rat«s  which  piemled  before  Uie  m- 
ventioa  of  the  sjatem,  and  which  still  prevail  when  tnuiBacti<»iB 
are  in  actnal  money. 

At  Athens,  SoIod,  after  hia  gr^t  meaanie  of  the  S^aachUieia, 
with  a  sagacity  which  waa  28  centnries  in  advance  of  the  hamsn 
race,  abolished  imprisonment  for  debt,  and  left  interest  absolntely 
free,  and  we  find  &iat  it  varied  from  12  to  36  per  cent.  We  ma; 
oonsider  Aat  18  per  cent  was  abont  the  mediom  rate,  as  in  the  only 
case  in  which  it  was  fixed  1^  law — ^in  that  of  a  hnsband  who 
repudiated  his  wife,  and  refiised  to  restore  her  dowry — it  waa  fixed 
at  that  rate.'  Isteos  says  ^  that  Stratodes  had  lent  out  40  miniB 
at  interest  at  9  oboli  per  mina  per  month,  which  is  18  per  cent. : 
and  Timarchns  borrowed  at  die  same  rate.'  .^Ischinefl  Socraticiu 
borrowed  money  at  86  per  cent  from  a  banker  to  set  np  a  per- 
fiunery  shop,  bnt  findii^  it  did  not  pay  at  tiiat  rate,  obtained  the 
som  from  another  person  at  18  per  cent*  The  Clazomenians, 
owing  their  troops  20  talents,  paid  them  4  talents  aa  interest,  or 
20  per  ceut.^  At  Gorcyra,  about  800  b.o.,  the  State  ordered  soma 
fnnds  to  be  invested  at  the  rate  of  2  per  cent,  per  month,  or  24 
per  cent  per  annnm,  on  perfect  eecnrity.  Niebnhr  says*  that  18 
per  cent,  is  the  osnal  rate  of  interest  in  the  Levant  at  the  present 
day. 

At  Bome  interest  does  not  at  first  appear  to  have  been  regnlated 
by  law,  bnt  the  debts  of  the  common  people  having  given  rise  to 
mnch  discord  and  sedition,  chiefly  in  comeqnence  of  the  exti^ne 
severity  of  the  law  of  debt,  interest  wag  limited  by  the  Code  of  the 
XII.  tables  to  unckaium  /anus.''  The  meaning  of  this  term  has 
given  rise  to  mnch  difference  of  opinion  among  the  learned,  but 
Xiebohr  and  Waltber  agree  that  it  means  10  per  cent  per  annum. 
All  persons  who  took  interest  beyond  this  were  obliged  to  restore 
it  foorfold ;  a  thief  was  obliged  to  retnm  donble  what  he  had 
stolen.^  In  408  legal  interest  was  reduced  to  one  h^,  and  in  413 
it  was  abolished  altogether.  And  in  430,  in  oonsequenoe  of  a 
creditor  having,  abused  his  rights,  imprisonment  for  debt  was 
abolished*  except  by  the  sentence  of  a  court. 

Afterwards,  bnt  at  what  time  does  not  distinctly  appear,  ceiUe- 
amuB  utara  was  established  as  the  legal  rate.    Niebuhr  aappoees 

<  Dtmotthtnu,  e.  Searam,  p.  1363.  *  Sujira  Hoj/nia  hertd.,  p  393. 

•  £tdiinet,  e.  Timarek,  p.  137.  *  Lgtiiu  frag,  in  Aihtn(XVM,  %.  II. 

*  F»«»d-ATimii.  Ecmomia,  II.,  IT.       '  Bitt.  of  Some,  Vol.  III.,  p.  64. 
'  Tadt.  Ann.  VI.,  16,         '  Cato  <U  St  mlied.         '  Lity,  nil.,  3B. 
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tins  waB  a  foreign  rate  first  adopted  by  Sylla.'  Cmkgima  usttra 
was  the  same  aa  cutes  luura,  or  one  per  cent,  per  month,  or  12  per 
cent,  per  oimnm.  And  Uua  contianed  to  be  the  legal  rate  of 
interest  np  to  Jostinian,  who  reduced  it  one  half.  Yerres  is  said  to 
hare  lent  the  public  money  on  his  own  account  to  tbe  jmbHcaai  in 
^cHj  at  bma  eentetma,  or  24  per  cent. ;  and  Cicero  sajs  that  the 
wealthy  Bomans  lent  money  at  i8  per  cent,  in  the  Greek  proTineee, 
Smilh  sneers  at  the  Tirtnons  BrntoB  for  lending  money  at  48  per 
cent,  in  Cyprus. 

FnfidioB  exacted  quinat  imtrat,  or  60  per  cent,  from  his  repro-   ' 
bate  clieotB,*  and  Javenal'  speaka  of  a  man  who  offered  triple 
nsniy,  or  S6  per  cent,  bnt  cotdd  find  no  one  to  lend  him  at  that 
rate. 

43.  The  Mosaic  interdict  of  nsiiry  was  adopted  and  confirmed 
by  the  mlers  of  the  Christian  church.  Money-lenders,  nerer  a 
Tery  pc^nlar  class  anywhere,  were  laid  under  the  Divine  cnree ; 
tiie  consequence  of  which  was  that  in  the  sixth  century  the  Jews 
had  become  the  great  money-lenders  of  Christendom.  Aa  the 
Jews  had  no  hopes  for  the  future,  another  am,  more  or  lees,  could 
not  influence  their  destiny.  While,  therefore,  usnry  was  strictly 
forUdden  to  Christians,  the  Jews  were  not  molested,  and  firom  that 
era  we  may  date  the  strong  bias  of  the  children  of  Israel  to  thia 
species  of  trading,  which  was  ftnther  strengthened  and  aggravated 
by  the  snbeeqoent  treatment  ttiey  received  in  every  country  in 
Enrope.  When  it  was  farther  discovered  that  the  prince  of  the 
p^an  philosophers  concurred  with  the  Divine  legislator  in  con- 
demning interest  on  loans  of  money,  it  became  a  settled  dogma, 
just  as  certiun  as  the  stability  of  the  earth,  that  any  Christian  who 
lent  ont  money  at  interest  cut  off  from  himself  all  hopes  of  final 
salvation.  The  irresistible  temptation  of  profit,  however,  induced 
many  Christians  to  prefer  seizing  a  present  gain,  at  the  risk  of  a 
donbtfid  penalty.  The  active  spirit  of  commerce  demanded  tiie 
use  of  capital,  and  the  instinctive  sense  of  mankind  rejected  the 
revolting  absurdity  that  he  who  fomished  the  means,  and  risked 
the  IwB  of  his  fortune,  should  not  participate  in  the  profite ;  and 
nnmerons  snbterftiges  were  devised,  so  that  while  Uie  name  of 
DEmy  was  avoided,  the  thing  might  be  done. 
Nowhere  were  the  inconveniences  and  abeordity  of  the  doctrine 
■  iEit.  i^  Bom.  ra.  III.,  I^  M.       *  Bar.  &•*.,  I.  %  IS.       *  Bat.  IX..  7. 
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of  the  wicked  aatnre  of  iatereet  felt  more  Btroi^y  than  at  the 
fbontain  of  inMibilitf,  the  Pt^al  Court  itself,  and  sowheie  was 
greater  ingeoinity  shewn  to  circumTent  its  own  dogmas.  A  ct^ital 
was  collected  for  the  purpose  of  lending  money  to  iha  poor  fiff 
ft  certain  time  on  pledges,  without  interest.  To  forward  these 
objects  the  P<^>es  dispensed  to  those  who  contribnted  to  titan, 
indolgeoces  with  liberal  prodigality.  Bnrdeuaome  tovb  were 
allowed  to  be  conunnted  into  donations  to  lending  houses.  A  ndi 
donation  effitced  the  stain  on  the  birtik  of  wealthy  hbertines.  Bnt 
as  these  establishments  required  the  services  of  a  staff  of  officials, 
and  as  there  coold  be  no  profits  to  pay  them  a  salaiy,  the 
Popes  endeavoured  to  induce  their  servants  to  fbr^o  mnndane 
comforts  and  necessaries  in  consideration  of  an  onlimited  siqtply 
of  metat«mporal  blessii^. 

Sncb  an  organisaticHi  as  this,  however,  could  be  of  no  long 
endurance.  If  it  were  a  charitable  thing  to  advance  money  fi» 
nothing  to  persons  after  they  had  become  poor,  it  was  for  mora 
prudent  and  sensible  to  lend  them  money  at  a  moderate  interest  to 
he^  them  to  trade,  and  to  prevent  them  becoming  poor.  Ridi 
persons  found  that  papal  indulgences  were  but  a  poor  retnm  for 
hard  cash  :  and  as  in  the  conrse  of  business  the  institations  incnned 
Borne  loss,  they  were  obliged  to  borrow  money  at  interest  to  -pay 
tiieir  expenses.  The  Popes,  therefore,  determined  to  allow  the 
lending  houses  to  receive  interest  for  as  mnch  of  their  coital  u 
was  necessary  to  defray  their  expenses.  When  this  breadi  was 
made,  the  next  st«p  was  not  long  followii^.  In  order  to  attract  a 
Buffideat  quantity  of  capital,  those  who  advanced  money  were 
allowed  to  receive  a  moden^  interest  for  its  use,  which  was  not 
entered  in  the  balance  sheet  as  "Interest" — that  would  have 
been  damnable — but  was  concealed  under  the  euphemism  of 
"  establishment  chaises."  The  Papal  bull  allowed  it  to  be  given 
prg  mdemnUxUe. 

However  cunningly  and  speciously  this  "artful  dodge"  was 
devised  to  do  the  thing  they  dared  not  name,  the  lynz  -  eyed 
divines  soon  saw  through  the  trick,  and  a  violent  ferment  imme- 
diatoly  arose,  and  it  was  fiercely  debated  whether  it  was  lawful 
to  do  evil — i.  «.,  take  interest — ^in  order  tiiat  good  might  oome. 
When  this  tempest  was  at  it«  height  it  was  quelled  by  a  folly  of 
eqnal  magnitude  with  itself.  The  Pope  issi^  a  bull  deciding 
these  holy  monntuns  of  pie^,  tacri  monii  dipisIA,  to  be  legal,  and 
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^■»ning  all  who  dared  to  doabt  it.  All  sornples  on  the  Bobject 
being  EUenced  in  so  B&tis&ctoiT'  a  nuumer,  other  cdtiea  hastened 
to  fidlow  the  example  and  establish  lending  houses,  and  they 
became  comnion  thronghont  Italy  in  the  fifteenth  centnry.  Not* 
irithBtaDding,  however,  the  Pai»l  sanction  they  had  leoeiTed, 
many  wiiten  and  preachers  considered  them  to  be  criminal,  and 
the  dispnie  was  rerired  with  considerable  warmth  in  the  sixteenth 
cmtary,  nntU  it  was  at  length  set  at  rest  by  Leo  X,  who,  in  tiie 
tenUi  Bitting  of  &e  Gonndl  of  the  Loteran,  isaaed  a  special  boll 
declaring  lending  booses  to  be  legal  and  oaeM,  and  that  all  who 
dared  to  preach,  dispnte,  or  write  against  them  should  be  ezccon- 
mnnicated.  He  also  justified  them  on  the  broad  principle,  whidi 
established  the  propriety  of  interest,  that  those  who  received  the 
benefit  shonld'  share  the  bnrden;  ^  eommodum  eenttt,  onus 
quoqtu  trnHre  debet. 

Motwithstanding  the  thunder  of  the  Tatican,  and  the  tempests 
that  r^ed  in  the  theological  atmosphere  regarding  the  sinAil 
natiire  of  interest,  the  practice  spread  from  the  Jews  to  the 
Christians,  and  in  the  thirteenth  century  had  attained  fionrishing 
dimenmcoiB.  The  Bpiritoal  ezcommanications  of  the  church  and 
tike  tempore  punishments  of  princes  were  equally  ineffectual  to 
pTevent  mankind  from  pursuing  their  natural  instincts.  Edward 
the  Confessor  had  enacted  that  any  one  convicted  of  usury  should 
be  stripped  of  all  his  possessions,  and  be  declared  an  outlaw,  as  he 
had  heard  the  maxim  at  the  French  Conrt  that  nsury  is  the  root  of 
every  crime.  Eveiy  countiy  in  Europe  enacted  similar  punish- 
menta,  and  the  frequency  of  the  denunciations  proves  the 
extension  of  the  practice.  Nothwithatanding  all  these  terrible 
penattiee,  the  cont^  was  vain,  and  several  States  were  obliged  to 
hmit  what  they  oould  not  prevent.  James  I.  of  Arragon,  in  1228, 
limited  interest  to  20  per  cent.^  In  the  same  year  at  Terona  it 
was  Umited  to  12^ ;  and  at  Modena  in  1270  to  20.^  An  ordinance 
ffif  PhiUp  le  Bel  in  1311  allowB  20  per  cent,  after  the  first  year  of 
the  loan.  In  1836  Florence  borrowed  money  to  carry  on  tiie  war 
Bgainat  Mastino  della  Scala,  and  paid  15  per  cent,  interest  fbr  it. 
Oenoa  paid  frrnn  7  to  10  per  cent,  on  its  public  debts.  The 
FlotentineB  opened  money  lending  hoosee  in  nnmerona  places  j 
their  nsoal  rate  was  20  per  cent.,  and  not  infrequently  30  and  40 

'  Ducangt :  Ari.  Diurarii. 
•  BaUan.    MA^  Aga,  A.  9,  pt.  t. 
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per  cent^  At  the  present  day  the  osiul  chm^  of  the  Becond 
clan  bill  brokers  for  disooantiiig  a  tntdeeman's  bill  is  a  shilling  in 
the  poimd  for  three  months.  This  is  SO  per  cent,  discount,  whidi 
we  have  shewn  is  25  per  cent,  interest 

Smith  sa^*  that  in  Ben^l  mone^  is  freqnentlj  lent  to  fonna* 
at  40,  SO,  and  60  per  cent.,  and  the  sncceediug  crop  is  mortgaged 
for  the  payment.  And  the  most  ordinary  banking  cfaargee  at  the 
present  day  are  not  lees  than  13  per  cent.,  and  often  for  higher; 
tiiis  is  owing  to  the  very  undeveloped  state  of  banking  in  tint 
ooimtry ;  and  diis  shews  what  a  stimnlns  it  woold  give  to  Ha 
indoatry  and  wealth  of  India  to  organise  a  sound  system  of  credit 


44.  From  these  examples,  taken  iirom  so  many  nations  and 
ages,  it  wonld  appear  that  abont  20  per  cent,  per  annum  ii 
the  fair  average  profit  which  most  be  paid  for  transactions  in 
money  whi<ji  are  perfectly  safe.  That  the  medium  rate  in  this 
Qounlry  has  been  brought  down  to  8  per  cent,  is  due  entirely  to 
the  great  modem  system  of  creating  credit  to  perform  the  fimclioai 
of  money.  In  the  reign  of  Charles  II.,  10  per  cent,  was  tba 
legal  rate,  and  the  first  bankers  gave  6  per  cent,  interest  on  their 
Dotefl  payable  to  bearer  on  demand.  In  the  war  with  France 
William  III.  could  with  difficulty  borrow  at  30  and  40  per  cent  in 
the  city ;  but  in  a  very  short  time  after  the  fonndadon  of  the 
Bank  of  England,  the  State  loans  were  contracted  ai,  8  per  cent : 
and  this  has  been  about  the  mediun  rate  ever  since. 

These  rates,  however,  only  held  where  considerable  sums  were 
borrowed,  and  in  h  hcmt  commerce.  When  sums  are  advanced  to 
Gostermongers  and  persons  who  carry  on  the  trades  of  the  streeli 
the  rates  are  enormously  higher.  We  are  told  that  these  person* 
at  AtJiens  paid  1^  obolns  per  drachma  per  day,  i.  0.,  25  per  cent 
per  day,  or  9,125  per  annom.  Boiegnillebert  says*  that  the  sniall 
provision  dealers  of  Paris  throve  on  money  borrowed  at  the  rate  of 
6  sons  per  week  the  crown,  or  more  than  400  per  cent,  pff 
annum,  because  they  sold  perhaps  five  crowns'  worth  of  merchan- 
dise on  which  they  gained  one  half,  or  50  per  cent,  (i.  e.,  18,250 
per  cent,  per  annum),  and  if  they  perform  this  operation  fire  tg 
mx  times  a  week  it  is  easy  to  live  and  pay  such  interest  to  thoee 
who  lent  them  the  money. 

>  Doping,    fibtcny  i/  ChamtrM,  Vol.  I.,  p.  asfi. 
*  WialA  ^  XotMMi,  A  /.,  A  9.         *  U  (UaS  A  la  liwn,  et.  SO. 
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So  Qenrd  Ualynefl  eaya  that  the  similar  trade  of  Loodon 
was  carried  on  with  money  borrowed  at  the  rate  of  Id.  per 
■hilling  per  week,  irtiich  is  about  48S  per  oent.  per  anntun. 
Tnrgot  cites  the  case  of  tiie  same  claas  of  people  in  his  day  who 
carried  on  their  trade  with  money  borrowed  at  173  per  cent,  per 
anntun,  to  ehew  the  absordily  of  ttie  OBniy  laws ;  and  we  hare 
already  dted  the  most  remarked  instance  of  all  ^  where  a  flonridi- 
ing  trade  was  carried  on  with  money  borrowed  at  1,800  per  cent, 
interest — all  of  which  cases  shew  the  fatiliiy  of  nsnry  laws; 
and  yet  interest  still  continnes  limited  to  6  per  cent,  in  France, 
except  only  in  the  case  of  the  Bank  of  France,  which  is  aUowed 
to  raise  its  rate  above  that  to  prerent  a  drain  of  gold  from  the 
ooonby.' 

45.  Now,  the  efibct  in  former  tunes  was  exactly  tlie  opposite  to 
what  it  is  now.  When  the  treasures  of  the  Indies  were  poured  into 
Eotope,  there  were  scarcely  any  soch  things  as  banks  at  all,  or 
credit.  The  conseqaence  was  that  the  increased  quantity  of  bolHon 
aSbcted  its  ?alne  with  respect  to  commodities,  and  had  veiy  little 
influence  on  its  value  wiUi  respect  to  debts.  Nevertheless,  it  is 
certain  that  the  increase  of  money  did  give  a  very  great  stimnlos 
to  indnstry  even  in  that  age  ;  for  the  best  aatliorities  agree  that  its 
dunitmtion  m  valne,  with  respect  to  commodities,  was  only  one 
half  (^  what  it  m^ht  have  been  expected  team  the  increase  of  its 
quantity. 

The  preceding  considerations  shew  that  two  classes  of  persons 
are  eqnally  in  &ult,  Sal,  those  who  damonr  for  an  unlimited  in- 
cnaae  of  money,  thinking  that  to  be  the  panacea  of  all  evils ;  and 
secondly,  those  who  assert  that  an  increase  in  the  quantity  of  money 
can  do  no  good,  and  will  only  lead  to  a  diminution  in  the  value  of 
mon^.  It  depends  entirely  upoa  the  circumstances  nnder  which 
BQ  increase  takes  place,  whether  it  is  beneficial  or  the  contrary. 

One  thing,  however,  is  positively  certain,  that  whenever  mon^ 
undergoes  a  diminntion  in  value,  either  with  respect  to  debts  or 
commodities,  in  any  conntry  compared  to  its  neighbours,  it  imme- 
diately causes  an  expuiation  of  bullion  from  that  conntry,  and  an 
importation  of  debts  and  cfflnmoditiea  into  it.    That  is,  if  the 

>   roL  I.,  p.  318. 
1  to  ISM  an  bnpaifal  CommiMion  mi  luasd  to  inqolM  inls  Um  opentloa 
al  tlM  Vtarr  Lswi  ia  Fnmos,  before  which  the  Author  mi  eumined  m  * 
wUmm,  but  no  ahuge  hM  jct  been  Dwdc  in  them, 
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prion  of  debts  and  ocmunoditieB  are  very  high  in  one  oonnti;, 
Qeighboarmg  conntrieB  will  immediately  send  theii  debts  and  c«n- 
moditdee  there  for  sale.  And  the  people  of  that  oonntr;  wiD 
natorallf  send  their  money  to  foreign  conntries  to  bay  debts  mi 
otHomoditiea  where  they  may  be  had  cheaper  than  at  home.  Seaee, 
it  is  a  poeitiTe  certainty  that  wheserer  the  rate  of  disooimt  in  two 
ootmtries  differs  by  a  safBdent  quantity  to  pay  the  ezpensea  d 
trenaport,  it  will  immediately  cause  a  Sow  al  bnllion  trom  wh«n 
the  disconnt  is  low,  or  the  valne  of  money  low,  to  where  tjie  dia- 
count  is  high,  ca  the  ralne  of  money  high,  A  prindple  of  great 
importance,  which  has  been,  nntil  lately,  rery  imperfectly  nnder- 
fltood,  and  the  neglect  of  which  has  brought  on  acaas  of  the  moat 
severe  monetary  difScnlties  of  this  country. 

46.  We  have  said  that  at  any  particular  period,  the  difference  in 
the  rates  of  interest  or  disconnt  for  the  same  class  of  secorities  indi- 
cates a  difference  in  the  risk  of  the  particular  security.  This  does 
not,  howerer,  hold  good  with  the  rates  of  interest  at  dt^rent 
periods,  because  a  high  rate  of  interest  may  be  caaaed  by  tlie 
activity  of  commerce,  as  well  as  by  the  risk  of  security.  Thns,  in 
America  Uie  discount  on  the  best  t^  is  habitually  8  w  lOpvcenL, 
and  tliis  arises  firom  the  actavity  of  oommerce.  On  the  other  hand, 
a  very  low  rate  of  interest  by  no  meuis  always  arises  trom  the 
safety  of  the  security,  or  the  abundance  of  coital,  but  ftom  1^ 
want  of  enterprise,  ^e  stagnation  of  commerce.  Thns,  in  1818, 
when  the  French  Empire  was  Tsi^ng  apoD  destruction,  J.  B.  Say 
says' — "  France,  from  an  opposite  canse  (*•  e.,  to  the  activity  of 
enterprise),  saw  contrary  effetSs  produced.  A  long  and  destmctiTe 
war,  which  closed  nearly  tdl  commuiiicatioD  witli  foreign  countries, 
enormous  taxes,  injnrions  privileges,  the  operations  of  oommczoe 
undertaken  by  the  Government  itself,  custom  duties  arbitrari^ 
charged,  confiscatioo,  destruction  of  property,  annoyances,  and  in 
general  a  rapacious  system  of  administration,  hostile  towards  the 
people,  had  made  cdl  commercial  enterprise  scanty,  dangerons,  and 
minons.  Although  the  mass  of  capital,  probably  continiully 
decreased,  the  useful  employments  to  whidi  it  conld  be  if»plied 
had  become  so  scarce  and  dangerons,  that  mtereet  oerer  fell  so 
low  in  France  as  at  this  period,  and  that  which  is  usaally  the  sign 
of  great  prosperity,  became  at  this  time  the  effect  of  a  great  distrees." 
'  Traiti  S Economia' PoUtiqit*,  p.  BM.    SiU.  ehnUawmn, 


tzsd  by  Google 


%  46.  M.]  BATB  OF  INTBBSST.  99 

This  is  jnst  one  of  those  casea  which  make  many  people  think 
tliat  Political  Eoonomj  caimot  be  reduced  to  a  sdeuce,  aod  is 
enoa^i  to  diatract  an  ordiaary  reader— that  the  sEune  visiUe  effect 
or  phenomenon  is  prodnced  b;  a  totally  opposite  and  oontraij 
cause.  Bnt  the  &ct  is,  that  it  is  all  an  exunple  of  onr  general 
law  of  supply  and  demand.  Now,  aome  causes  act  apon  ttw 
sapply,  and  some  on  tihe  demuLd.  But  as  sapply  and  demand  act 
in  oppoaito  diiocdtHis,  it  is  manifestly  necessary  that  we  most  have 
c^poat«  caoses  acting  npon  each  of  them,  to  prodnce  tJie  same 
phenomena.  And  the  real  difficult  of  the  case  is  to  determioe 
whether  the  change  of  the  phffluanena  is  doe  to  a  change  in  the 
Biq^^  or  in  the  demand. 
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CHAPTEE  XIII. 


ON  LABOUR,  OR  IMMATERIAL  WEALTH,  AITD 
WAGES. 

1.  We  have  now  to  conBider  the  application  of  tJie  Oenraal 
EqoaUoQ  of  Economics  to  Labour,  the  second  of  the  three  epecifis 
into  vhicb  Economic  Qnantitiee  are  divided.  , 

Labour  ia  often  divided  into  mnscnlar  and  nerrons;  or  an 
exertion  of  the  bod;  or  the  mind.  In  isommon  parlance,  indeed, 
it  is  more  applied  to  an  exertiou  oT  tiie  bod;,  and  ^e  term 
iabourers  or  workmg  nun,  w  .often  considered  to  indnde  onlf 
tibose  who  work  with  their  handfl,  such  as  ploughmen,  carpenten, 
masona,  and  other  artisans.  This,  however,  is  a  great  eror. 
"  Labour  "  in  Economics  means  an  exertion  of  the  mind,  how- 
ever  manifested,  either  b;  the  hand,  the  tongue,  or  in  an;  other 
waf.  However  dmple  work  maj  apparentl;  be,  it  most  be 
directed  b;  thought.  All  labonr  ie  in  reiJify  thongfat,  accompanied 
more  or  less  b;  mnacnlar  exertion ;  and  the  sedentar;  scientific 
stadeut,  the  lawyer,  the  dergyman,  the  aothor,  tJie  professor,  Ota 
painter,  the  cabinet  minister,  the  banker,  the  merchant,  are  » 
tml;  labounre  and  teorking  mm  as  an;  ploughmen,  carpenters,  <x 

Each  of  the  great  Bcienoes — Oeometr;,  Astronom;,  Optacs, 
Chemistr;,  Medicine,  Law,  Engineering — ^is  as  tznl;  the  product 
of  labour  as  the  Pyramids,  a  steamahip,  or  a  railwa;,  and  indeed 
there  is  do  labonr  so  exhansting  to  the  tissues  of  the  brain  as 
mental  abstraction  on  scientific  or  philosophical  subjects.  Nothing 
can  be  more  nnfortnnate  than  making  distinctions  in  kind  where 
none  exist  in  realit?,  and  in  marking  off  certain  portions  of  the 
ocHnmonit;  as  workmg  ckuset,  and  sn^^xmog  tiiat  the;  are 
governed  b;  peculiar  laws,  diil^nt  from  those  relating  to  t^bs 
dasses.    Corin  8a;B  trul; ' — 

"  Bii,  I  am  a  true  labomei ;  I  aun  mj  bcsad." 
All  penouB  are    hdxmrtrt  who  earn  their   bread  b;  personal 
ezertaons,  or  serrices,  of  an;  sort  or  description,  firom  the  Lord 
Chancellor  to  the  lowest  hodman. 

■  ^  V«N  JO*  A,  .^  in.,  teatt  1. 
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Mr.  J.  H.  Burton  saja  truly ' — "  The  hardest  work  in  life  ia  done 
wiQi  die  head ;  for  ment^  exertion  admits  of  indefinite  extension, 
while  the  ^heie  of  mere  muscular  exertion  ifi  limited.  Itisfbrbhia 
leaaon,  and  this  only,  that  the  highest  rewards  are  paid  for  mental 
laboor.  In  a  free  oonntry,  all  the  money  rendered  for  serricee, 
whether  in  the  ehupe  of  cotmael's  fees,  Uie  BOperinteod^t's  eal&ry, 
or  the  hodman's  wages,  is  the  equivalent  in  value  of  the  aerrices 
lendered.  There  are  many  degrees  in  l^e  scale  of  remuneratioD, 
and  Uiere  is  the  same  number  of  degrees  in  Uie  raise  of  the 
serrice.  There  are  very  wide  diilferences  in  the  remuneration 
between  the  extremes  of  the  scale — between  the  head  of  the  law, 
cr  the  fiiat  London  physician,  with  hia  fifteen  thousand  a  year, 
and  the  bodmaa  with  his  twenty  pounds  a  year.  The  differences 
in  their  Berrioee,  if  we  consider  it  capable  of  calculation,  is 
[Hnbably  not  so  great ;  it  would  be  a  strong  assertion  to  eaj  that 
the  professional  man  works  aeven  hundred  and  fifty  times  as  much 
as  the  hodman." 

2.  The  question  of  Labour  shews  the  indispeuBable  neoeesit^ 
of  dear  and  distinct  fundamental  conceptions  in  Economics  i  and 
the  great  evil  which  has  been  done  to  Uie  Science  by  the  oonfuaed 
and  contradictory  doctrines  on  the  word  Wealth  in  Smith  and 
Mill 

Aristotle  laid  down  the  broad  general  definition  that  Wealth  is 
anything  whose  Tcdne  can  be  measnred  in  money.  Now,  as  it  u 
perfectly  indisputable  that  the  ralne  of  Labour  of  all  kinds  may 
be  measured  in  money,  Labour  is  Wealtb  by  the  very  force  of 
Aristotle's  definition. 

Bo  the  ao&or  of  the  Eryxiag,  adopting  and  illnstratong  thia 
definition,  shews  that  the  essence  of  Wealtb  oonsiBts  eiclosiTel; 
m  ochangealfllity ;  and  that  if  persona  can  gain  a  living  by 
gimg  instmctitHi  of  any  aort,  that  is,  by  an  exertion  of  their 
minds,  at  services,  or  labour  of  any  sort,  Iheir  Labour  is  Wealth  to 
them  just  in  the  same  way  as  gold  and  silver  is. 

Heooe  it  was  distinctly  recognised  in  andent  dmee  that  Labour 
is  a  vendible,  or  exchangeable,  commodity,  and  is  expressly 
included  onder  the  title  of  Wealth. 

8.   In  modem  times  the  word  Wealth  was  at  first  restaricted 
exdufflvely  to  gold  and  silver,  but  it  was  afterwards  enlarged  ao  aa 
■  AIMml  and  Social  BsoiuMy,  p.  32. 
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to  indhide  all  mefU  vuttmal  things  the  prodncts  of  the  eartli: 
and  TaB  deacribed  u  the  produce  of  "  laiid  &nd  iBbonr."  The 
Ph^ocrates  oooBtantlf  asserted  tliat  the  earth  is  the  w^  Boorce 
of  wealth,  because  man  obq  create  nothing,  and  tiiat  IfbSiinff  am 
«om  out  tf  Nothing.  Thej  held  that  Wealth  conmete  (tf  the 
material  prodncti  of  the  earUi  which  are  bron^t  into  oonunene 
and  exchanged.  Le  Trosne  origjnated  an  a^nment  agumt 
lAboor  or  Serricei  being  Wealth  became  they  are  only  reliliTe 
to  the  pemoD,  and  are  not  transmiMibl^  or  inheritable  « 
transfbiable :  they  do  not  reeolt  in  a  prodnct  which  can  be 
tranafered,  and  whose  valne  can  be  determined  by  cranpetitioD. 
The  answer  to  this  argument,  howerer,  is  clear  and  deoiNTb 
lAbonr  is  giren  in  escliange  for  a  price,  and  its  Talne  ia  deto- 
mined  l;^  competition,  like  that  of  ai^  other  ccmmodi^.  A 
■ingle  exchange  is  sofficieot  to  detenmne  Talne.  A  person  giins 
an  income  in  exchange  for  labour  exacUy  in  the  same  way  as  bj 
selling  material  prodocbB,  and  is  equally  a  snbject  of  taxation.  It 
is,  beaides,  a  complete  error  to  say  in  many  cases,  that  the  products 
of  pure  Labour,  or  Thoi^ht,  are  not  transfeTaUe,  rendible,  and 
tranamisriMe.  An  enormonB  mass  of  valuable  products  oonsiBtB 
of  trade  secrebB,  and  these  are  transferable  and  inheritable,  and 
form  a  veej  targe  mass  of  Gaptal,  which  may  be  bought  and  sold 
Uke  ai^  ol^er  material  Capital.  All  tlie  great  sdences,  the 
accumuktioDB  of  pure  labour,  are  transferable  and  saleable.  We 
shall  enter  iq>on  this,  howcTer,  more  at  length  hereafter. 

4.  Though  the  argmxienta  of  the  Fhysiocnttes  are  enoneoo^ 
they  are  at  least  confiiBt«nt  with  themselvee ;  bat  the  doctoines  of 
Smith  and  Mill  are  utterly  oontnsed  and  contradictory. 

&nith  gives  no  definition  of  Wealth,  bat  fn»n  his  ctmstantly 
lepeating  the  phrase  "  the  annual  produce  of  land  and  labour  "  it 
to  gensrallT  Bq^>osed  that  tliat  is  his  mtioii  of  Wealth.  We 
bsre  abwdy  pconted  oat  that  tius  expreenon  ia  ambigooui,  and 
ttiai  however  it  is  interpxetedt  lb  cannot  be  accepted  aa  a  emmd 
defimlion  (tf  Wealth. 

Now  cfreiy  one  know*  &at  the  laad  itoelf,  ob  vhkli  no  tahov 
was  over  bestowed,  may  be  bon^i  and  Bidd,  and  therefore  is  wealth 
by  itself;  and  may  produce  an  income  to  its  possessor,  and 
Aereibre  is  C^tal.  So  also  Labour  itself  ia  a  saleable  com- 
Bwditj  quite  independent  of  any  land,  and  oonaeqnentiy  is  we^ 
by  itself. 
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The  incoRaJBtency  of  Smith's  notimu  of  Wealth  is  stiikmglr 
apparent  in  iax  aoooont  of  C^itaL  Under  fixed  G^)ital  he 
enomentee — "The  acquired  and  oaeftil  abilitiea  of  all  the 
inhabitants  «r  memben  of  the  aotaetj.  The  acqoisitjon  of  such 
talents,  ^7  the  maintenance  of  the  acquirer  doriiig  .his  edooation, 
■tody,  or  i^fvenlaeeehip,  always  costs  a  teal  expense,  whidi  is  a 
C^iitil  fixed  and  realised,  as  it  were,  in  his  person.  These  talents 
■le  and  make  a  pert  of  his  fbrtone,  so  do  they  hkewiae  IJtiat  oi  Uie 
todetj  to  wMdi  be  belongs.  The  impioTed  dexterit;r  of  a 
woiman  may  be  oonndered  in  the  same  light  ss  a  machine  or 
instnunent  of  trade,  which  &cilitatea  and  abridges  labour,  and 
irttidk,  thoofi^  it  Goetfl  a  certain  expense,  repajs  that  expense  with 
apn^t." 

And  also — "A  man  edncated  at  the  e^tense  of  mnch  labour  and 
time  to  any  of  these  employments  which  require  extratvdinary 
dexterity  and  aUll  may  be  compared  to  one  of  tJieee  expensive 


Hence  we  see  that  Smith  expressly  includes  "natnral  and 
aoqnked  abilities  "  under  the  title  of  Wealth  and  Capital  Bat 
these  are  not  WealtJi  «iy  more  than  anyHiing  else  is,  unless  they 
■re  brought  into  the  market  and  exdianged  for  something  else  [ 
and  their  exerds^  or  exertion,  in  exchange  tar  atsae  remuneration 
bLABOUB. 

And  tJiis  Labour  is,  of  oonrBe,  a  subject  of  Pn^>erty,  like 
anything  elae.  Smith  says — "The  Propw^  which  erery  man 
has  in  t:^  own  labour,  aa  it  is  the  original  finndation  of  all  otlier 
jnopoty,  BO  it  is  the  most  sacred  and  inviolable.  The  patri- 
mony of  a  poor  man  lies  in  the  strength  and  dexterilj  c^  his 
hands." 

Hence  we  see  tJiat  Smith  expressly  admits  labour  to  be  a  aale- 
aUe  pn^ierty  by  itself,  quite  independent  of  land  or  any  mderial 
pndiict,  and  UurofiKv  Wealth,  ^^lat  beoomea  then  of  the  dootrine 
that  WeaUb  is  the  "produce  of  land  and  labour,"  when  eachjof  them 
h  admitted  to  be  Wealth  separately,  and  withont  any  necessary 
Hswnataon  ?  What  becomes  of  the  doctrine  that  Notiiing  can 
oome  ftam  Nothing,  and  tiiat  all  Wealth  comes  from  the  earth  ? 

6.  J.  B.  Say  also  admits  thafabilitiea"  are  Wealth.  It  is  tra« 
t^  he  frequent^  contradicts  himsdf ;  but,  aa  his  vaA  is  com- 
PustiTely  littie  n»d  in  this  coontiy,  we  need  not  oocnpy  onr  space 
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in  pointing  oat  these  oontradictioiiB.  It  ifl  snffident  fiv  our  ptn^ 
poee  to  shew  that  he  indndee  "  abiiitieB  "  nnder  Wealth, 

He  says* — "  Since  it  has  been  prored  that  immaterial  proper^, 
mc^  M.taleatB  and  acquired  personal  atxlitaea  form  an  integral 
psrt  at  &ia  WealA  ti  Sodety." 

"  What  I  hare  «aid  n  Bofflcient,  I  think,  to  oonvince  yen  that 
indtiatrial  &caItieH  are  Realties  ot  tiie  same  natmv  as  all  ottten ; 
and  it  is  only  in  ooutddering  them  equally  with  othen  that  Bocdeir 
can  obtain  ^  the  adyantageft  attached  to  the  ri^ts  of  propotr. 
For  the  same  reason  this  kind  <^  proper^,  althongh  it  can  scanty 
be  reckoned  in  figures  [Why  not  ?]  makes  nevertlieks  a 
portim  of  the  general  wealth  of  the  nation.  A  nation  in  which 
indngtrial  abilities  are  more  numeroiiB  and  more  emin^it  than 
in  others  is  a  richer  nation."  And  in  many  other  [daces  he 
maintMniw  the  same  doctiine. 

We  have  already  quoted  a  long  passage  ftom  S^or  dwelling  oo 
the  importance  of  this  immaterial  Wealth,  which  we  need  not 
repeat. 

6.  We  have  now  to  observe  the  confadon  and  aetf-oontradiction 
of  Mill,  on  the  subject  of  Wealth.  He  begins  by  defining  Wealth 
to  be  everything  that  has  "  purchasing  power,"  or  which  is  ex- 
diangeable,  which  is  precisely  the  definition  of  Aristotle,  tiie  autb«c 
(^  the  Eryzias,  and  the  Boman  Jurists. 

Now,  as  Labour  baa  "  purchasing  power,"  it  is  Wealth  l^  this 
definition. 

But  a  little  afterwards  Mill  completely  changes  the  conception 
of  Wealth,  and  speaks  of  the  "  production  of  Wealth  "  as  heitig 
"the  extraction  of  the  instnunents  of  hnman  subsiBtonce  and 
enji^ment  Axon  the  materials  of  the  globe" ;  a  conception  qoite 
different  irom  the  former  definition,  as  ^e  idea  of  exdiangef^ilit/ 
has  entirely  Tanished  &om  it,  and  human  sabeietence  and  enjt?- 
meut  is  snbetitnt«d  for  it. 

Afterwards,  however,  in  discnssing  Prodnctire  Labonr,  he  is 
obliged  to  retom  to  the  consideration  of  wealth  :  and  he  i^nngea 
into  still  farther  contradictiouB — "  services  which  only  exist  wbile 
being  performed  cannot  be  spoken  of  as  wealth  except  by  an 
acknowledged  meteor.  It  is  esBential  to  the  idea  of  wealth  to 
be  Bosceptible  of  accamolation." 

Now  here  is  a  new  condition  introduced.  Mill  began  with 
'  Coati.     Canndiiation  GiiUrala, 
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ezdiangsabilitf,    bb  the  sole  essence  of  wealtli ;   and  now  he 
intxodaces  the  neceesit;  of  accumnlataon  I 

He  thrai  says — "Bnt  in  applying  the  term  wealth  to  the 
mdoBtrial  capacities  of  hnmaD  beings,  there  seems  always  in 
pc^nlu  Rpp^hension  to  be  a  tacit  reference  to  material  [s»- 

"  Whiles  tiierefere,  I  should  prefer,  were  I  constraoting  a  new 
tedmical  langnage,  to  make  the  distinction  torn  upon  the  permo' 
MKM  latbez  tiian  apon  the  materiUits  of  the  prodact" 

Now  here  is  new  oonfosion  added  to  the  idea  of  Wealth; 
becanse  many  prodncts  of  labom-,  sacb  a»  trade  secrets,  tba 
Eiaences,  &c.,  are  permanent  withont  being  material,  and  are  not 
extracted  fimn  the  materials  of  t)ie  globe.  This  doctrine  of 
"permanence"  is  also  a  manifest  yiolation  (^  tlie  Lmo  ^ 
Omtinuky.  Things  are  of  aU  degrees  of  permanence  &om  those 
-wiath  laal  for  erer  down  to  those  iriiich  perish  in  the  using ;  that 
is,  from  dioBe  which  may^be  eidianged  an  infinite  nnmber  Of 
times  to  those  which  can  be  exchanged  only  once.  Now,  if 
permanenoe  be  the  criterion  of  wealth,  what  degree  of  permanence 
is  necessary  to  constitnte  a  thing  wealth  ?  Mill  gives  no  notion 
of  this.  But  the  Law  of  Gontinuity  says — That  which  is  tme  np 
to  Uie  Limit  is  tnte  at  the  Limit.  Hence,  if  permanence  or 
capability  of  being  ezdiaoged,  be  the  criterion  of  wealth,  that  is 
Wealth  which  has  the  lowest  degree  of  permanence,  and  is 
capable  of  the  least  number  of  exchanges — that  is  one — and 
which  perishes  while  being  used — ^Uke  Labonr.  Heooe  Hill's 
distinction  is  ntterly  nnphilosc^hical,  and  most  be  rejected. 

He  then  sayB-~"  I  shall,  therefore,  in  this  treatise,  when  Q)eak:- 
ing  of  wealth,  nnderstand  by  it  only  what  is  called  material 
wealUi,  and  1^  prodnctive  labour,  only  those  kinds  of  exertion 
which  produce  utilities  embodied  in  tnaierml  objects,"  and  yet  in 
ihe  column  side  by  side  with  this  he  says  ^—"  The  skill  and  the 
energy  and  perscTerance  of  the  artisans  of  a  country  are  reckoned 
port  of  its  wealth  no  less  than  Uieir  tools  and  macbinerx."  And 
in  a  note  to  (his  paasags  he  says — "  The  human  being  himself  I 
do  not  dass  as  wealth.  He  is  the  purpose  for  which  wealth  exists. 
Bnt  his  acquired  capacities,  which  exists  only  as  means,  and  have 
been  called  into  existence  by  labour,  &11  rightly  as  it  soema  to  me 
within  that  designation." 

>  p.  so  At^'t  smm. 
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Nov,  tlie  oontradiotuMi  of  dieee  pasBBges,  which  ataod  aide  bf 
Bide,  ia  flagrant.  Will  first  Ba,j»  that  aiufthmg  whidi  has  pur- 
diBSing  power  is  wealth.  Then  he  sa^  tlut  only  miUtnal  ttdngs 
are  wealth ;  Uieii  that  the  "  prodncticHi  of  wealtii "  is  eztractka 
from  the  "  matoialH  of  ttie  globe."  Then  he  admitB  Uiat  "  skiU,'' 
"  ene^y,"  and  "  abilitiee  "  are  wealth.  Now,  we  skill,  energy, 
and  acqniied  abilitiefl  malerial  prodncta,  and  ore  the;  extracted 
firom  the  materi^a  of  the  globe  F 

Hence  we  reject  ui  tola  aU  this  oonftiBion  and  oontntdiotMO, 
Abilitiee,  bMU,  knowledge  of  all  Bmtii,  are  wcsIUl  Biiiq>lj  became 
their  use  and  emplictyment  may  be  bonght  and  sol^  and  that 
exerciBe  is  termed  liABOUR. 

Freed,  thorefbre,  and  diaembairaased  from  all  tJieae  oontra- 
dictionB,  Labour  is  Bunply  a  oommodi^,  idiich  la  ihe  anbject  of 
sale  or  exchange,  like  at^  other  commodity.  There  ia  the  Deanaod 
for,  and  the  Sapply  of,  Labonr,  just  as  there  ia  of  anytjung  else, 
aa  is  admitted  repeatedly  by  these  writers,  fiicardo,  who  has  not 
giren  any  definition  of  wealth,  seee  this' — ^"Labour  whidk  Uke 
all  other  things  which  are  purchased  and  sold  " — "  The  uatnral 
price  of  all  commoeUtiet,  ezoeptisg  raw  prodooe  and  laboar") 
thereby  admitting  that  it  ia  a  onnmodit^ — re% — ^which  va,]  be 
bought  and  aold. 

So  Lwd  Gardwell,  cm  one  occasion  addreasing  his  oouBtitaeDtB, 
speaking  of  Uie  wwking  daeaee,  said  "Uieir  labour  ia  their 
Ct^ital,"  meaning,  of  oonrse,  &e  oommodit;  they  have  to  ntSet  fis 
sale  to  make  a  prc£t  by. 

The  first  thing,  then,  we  establish  ia  that  Labodb  is  itadf  a 
otonmodi^i  as  Dr.  Stirling  says  very  tmly* — "Trade  r^ards 
labonr  itself  sinqtly  oa  a  subject  of  traffic  and  exchange  a  Uung 
to  be  bonght  and  sold  in  the  maii«t,  a  commodity — one,  indeed, 
of  primary  importance,  compared  witJi  which  all  othen  dwindle 
into  insignificance ;  bnt  atill  a  ctMnmodit^  which  varies  in  qoantity 
and  finctnatee  in  jHice,  and  (iie  value  of  which,  consequently,  is 
governed  by  the  very  same  laws  which  regnlate  the  valne  rf  thoas 
QODunoditiea  whidi  are  the  products  of  labour.  A  day's  ta  a  year's 
labour  has  its  price  joat  aa  an  ounce  of  eilver  m  a  bnt^el  of  com 
baa  its  price.    .    .    . 

"  Labour,  it  cannot  be  too  often  repeated,  is  nothing  but  ■ 

t  PriM^iu  <^  Politieal  Eoonom^,  A.  S. 
>  FmMt^  <if  TrOt,  B.  II.,  A.  1. 
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stibject  <^  BEtle  and  merchandiee,  a  ammo^ty,  liable  to  Tariationa 
of  qnantily  aad  consequent  fladnatlon  of  price," 

Laboor,  Uierefin^  being  simply  a  commodity,  there  is  a 
market  for  it  like  tar  an;  thing  else.  There  is  a  labonr  market 
just  as  tJiere  is  a  com  market,  or  a  meat  market,  or  a  ponltry 
mar^t,  or  a  vegetable  market,  or  a  fish  market. 

7.  It  is  eztremelr  difficult  to  form  any  estimate  of  tiie 
qnantit;  of  money  paid  in  exdiange  for  Labonr  or  Bervioes  of  all 
aorta,  PrcdfesBor  Leri  has  made  a  calculation  of  the  enms  paid  to 
tiboee  who,  in  cunmon  parlance,  are  erroneonslj  termed  && 
"  working  claases."  He  oonsidera  ttiat  in  1667  it  anmnnted  to 
about  £418,000,000.  Bnt  it  takes  no  aeoonnt  of  the  smnB  paid 
for  |softmonal  labonr  of  aU  sorts,  medical,  legal,  artistic, 
aotbOTial,  dramatic,  clerical,  and  mnltitodes  of  other  services  too 
nnmeatons  to  be  spedfied  individnally,  and  consequently  it  gives 
bnt  a  very  impeifbet  view  of  tlie  whole  question. 

8.  We  are,  however,  nnfortnnately  &r  from  having  disembar' 
raned  Uie  subject  of  aU  tiie  oonfiiBion  it  has  been  thrown  into  by 
tbs  nuacienti£c  Itoigaage  of  Smil^  and  Bicardo. 

Labom-  beii^  a  generic  name  A»r  Uie  exertion  of  thonght  or 
abilities  of  any  sort,  there  are,  of  course,  as  many  different  kinds 
ot  labonr  aa  t^ere  are  difl^rent  species  of  thong^^  and  these  are 
quite  incommensurable  with  eai^  oth^,  and  can  by  no  possibility 
be  ctHnpared  witb  each  otJier. 

How  can  the  labour  of  a  ploughman,  a  carpenter,  or  a  brick- 
layer be  OHnpared  with  the  labour  of  a  Newtmi,  a  Baphael,  ot  a. 
Bhakeqware  ?  How  we  can  ccanpaie  the  "  qnantity  of  labour  "  in 
the  Prine^na  with  the  **  quanta^  of  labonr "  in  the  iS^  Siehr 
Macbeth,  or  the  Ifetaahf  How  are  we  to  compare  the  "  qnantity- 
of  labonr  "  in  the  Comedy  of  Dante  with  the  "  quantity  of  labour  " 
in  one  of  Giotto's  fresooes,  or  Ghiberti's  doors  of  the  Baptiateiy  of 
Florence  F  And  even  in  Labour  of  appEa«ntly  the  same  nature 
titers  are  innnmeraUe  varieties  which  are  equally  inoHnmenenrablo 
with  each  otiier.  In  Poetry,  in  Painting,  in  UuMc,  in  Science, 
there  are  nnmberkss  varietaes  which  are  incommennmtble.  How 
are  we  to  oompare  the  "  qnantitj  of  labonr  "  in  the  Parcidut  Lott 
with  that  in  OtAeBof  The  "qnanti^  of  labonf"  in  Tartuffe  with 
that  in  At&aUef    How  aie  we  to  compare  the  "qnantit?  of 
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labonr "  in  the  TramfigvraHon  with  that  in  larml  «  Egtffl,  or 
Norma  ?  How  are  we  to  compare  the  "  quantity  of  labonr"  in 
a  Bethel  ctmdactang  a  great  Law  case  with  thikt  in  a  sm^cal 
operation  hj  a  Paget  or  a  Fergnaaon  ?  And  similar  exao^leB 
might  be  multiplied  to  infinity. 

Hence,  like  many  other  words  of  a  generic  n^nre,  ancli  aa  wine, 
the  word  labonr  ctHnprehenda  an  immense  variety  of  spedee  which 
can  in  no  way  whatever  be  compared  with  one  another. 

Mr.  J.  H.  Bnrton  has  made  the  same  obeervation* — "It  was 
ui  ear^  doctrine  of  the  Political  Economists  tliat  labonr  is  tlie 
measure  of  value.  Abstractly  this  may  be  tme  ;  bnt  practically 
labour  is  a  Uiing  too  varied,  and  the  distmctdons  between  its  dif- 
ferent aspects  are  of  tAO  subtle  a  character,  to  admit  of  its  beong 
made  an  actual  measure  of  valne.  Speaking  of  the  labonr  that 
seems  to  be  merely  mechanical,  shaQ  we  measnre  1^  the  locksmith, 
the  machine  mak^,  and  the  chaser  of  the  precaouB  metals,  or  shall 
we  measure  by  the  ploughman,  the  handloom  weaver,  and  the  net 
maker  ?  The  former  class  make  sums  vaiying  fixmi  8a.  to  l&s.  a 
day,  and  even  more  :  die  latter  keep  pretty  dose  to  the  level  of  Is. 
When  we  come  to  the  field  of  intellectual  kbour,  we  find  still  wider 
differences  ;  and  soon  see  that  it  is  impoeable  to  establish  labonr 
BB  a  practical  measnre.  To  speak  of  a  thing  being  worth  a  day's 
labour  generally,  is,  adopting  the  vulgar  but  discarded  peconiary 
measure  of  valne,  to  speak  of  it  as  of  scmie  value  between  la.  and 
Ifia.  Nor  shall  we  be  more  Baoceesful  if  we  take  the  produce  of 
the  lalKmr.  Who  can  conqiare  the 'relative  worth  of  the  ploughing 
of  a  field,  the  weaving  of  a  web,  uid  the  making  of  a  watch,  other- 
wise than  by  the  sums  they  will  respectively  bring  ?  Thus,  prac- 
tically, before  it  can  itself  serve  as  a  meaanie,  labonr  must  be 
meted  out  by  that  other  measure  of  value  whidi  is  considered  so 
oncertidn — ^money." 

9,  Smith,  f^m  overlooking  this  very  obvious  consideratiou, 
has  involved  himself  in  immense  Gonfusion  by  making  labour  the 
measure  of  value,  without  the  atighteet  indication  of  what  kind  of 
labonr  he  means. 

The  Physiocrates  made  the  earth  the  source  of  all  Wealth,  and 
greatly  overlooked  the  impcv tance  of  labour.  Smith,  as  a  reaction 
against  this,  begins  his  work  by  Baying  that  the  annual  labour  (^ 

'  FblMeal  and  Social  Eeanomy.  p.  38. 


tzsd  by  Google 


I  8—10.]  SBBOB  OF  SMITH.  109 

eTeiy  nation  ia  the  fund  wMcIi  originall;  sappUee  it  with  all  the 
neoeBsariefl  and  conTeniencee  of  life  whidi  it  anaoally  oonanmes  t 
And,  after  deecrilniig  Uie  effbcts  of  the  division  of  labour,  he  eajs 
tiiat  a  man  is  ridi  or  poor  acccoding  to  the  qnantitj  of  that  Ubonr 
whidi  be  can  command,  or  which  he  can  a^rd  to  purchase.  Iha 
Talne  of  an;  commodi^,  therefio^,  to  tiie  person  who  poeseases 
Bod  who  means  not  to  nse  or  consume  it  himaelfi  bnt  to  exchange 
it  for  other  conunoditiee,  is  equal  to  the  quantity  of  labour  which 
it  enables  him  to  pnrchase  or  command.    Labour,  tiierefbre,  is  the 

real  measure  of  the  exchangeable  value  of  all  commodities. 

**  The  exchangeable  value  of  everytlung  must  always  be  pre- 
dsel;  equal  to  the  extent  of  this  power  which  it  conveys  to  its 
owner." 

Then,  by  a  most  extraordinary  confusion  of  ideas,  after  defining 
Yahie  to  mean  the  quantity  of  labour  which  anything  can  pur- 

choMB  or  command.  Smith  changes  his  idea  of  Value  into  the 

qnantity  of  labour  expended  in  obtaining  a  product.    Thus  con- 

fonnding  Cost  with  Value. 

"  Equal  quantities  of  labour  at  aU  times  and  places  may  be  add 

to  be  equal  value  to  the  laboDrer  (11)    .    .    .    . 

"  The  price  which  he  pays  mnat  alirays  be  the  same  whatever 

may  be  tiie  quantity  of  goods  which  he  may  receive  is  return 

forit.     .    .    . 
"  Labour  alone,  tiierefore,  never  varying  in  its  own  value,  ia 

ahme  the  ultimate  and  real  standard  by  which  the  value  of  all 

commodities  can  at   all  timea   and    places   be   estimated   and 

ocnnpared.    .     .    . 

"  liabonr,  therefore,  it  appears  evidently  ia  the  only  onivera^ 

as  wdl  aa  the  only  accurate  measure  of  value,  or  the  only  standard  . 

by  which  we  can  compare  the  values  of  di^rent  commodities  at 

idl  times  and  places." 

10.  The  absurdity  of  these  doctrines  ia  glaring  and  astound- 
ing. Smith  says  that  equal  qoantities  of  labour  aie  always  of 
eqnal  value  to  the  labourer.  That  is  to  say,  that  whetiier  a  man 
receives  £10  or  £100  in  exchange  for  hia  labour,  it  ia  of  exactiy 
the  same  value  to  him  1 1 

But  when  BmitJi  says  that  Labour  is  the  only  universe  measure 
of  value,  we  aak  at  once — ^What  kind  of  labour  ?  Is  it  the  labour 
of  the  agricnltmrist,  the  carpenter,  die  poet,  the  mathematidan,  rar 
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what  else  ?  Every  distinct  i^>e(3eB  of  labour  is  a  dislaiict  an- 
modity,  jnat  like  every  dlBtinct  species  or  wine,  which  has  a  value 
(^  its  own  detennined  bj  the  general  Equation  of  Economics. 
How  can  the  valne  of  the  labour  of  carpenters  be  affected  by  th« 
demand  or  snpply  of  the  labonr  of  artists  P  or  the  ratne  of  the 
labour  of  ploughmen  be  affected  hj  the  demand  or  supply  of  CitiI 
Engineers?  Er&a  if  an;  one  particular  species  of  labour  be 
aeleoted,  it  is  no  mote  fitted  to  be  a  measore  of  valne  tiian  ai^ 
otiitf  commodity. 

II.  Labour,  then,  being  allied  by  Smith  to  be  the  meMme 
of  value,  and  (he  qnantiiy  of  labour  embodied  in  any  commodity 
being  asserted  to  be  its  valae,  by  a  gradn^  and  natural  pervernai 
of  ideas  it  came  to  be  said  that  Labour  is  the  GAUai  of  all  valne. 
But  to  confound  tiie  nuaturt  of  value  with  the  emm  of  vahie  is  ea 
absurd  as  to  c(m£)und  the  mtattire  of  Force  with  the  eaum  ttf 
Force ;  or  to  confbund  the  mearure  of  Heat  with  the  eatm  of 
Heat ;  to  BTippoee  that  the  Thermometer  is  the  eauas  trf  Heat,  or 
that  the  Barometer  is  the  cauae  of  the  weight  of  the  air ;  or  the 
Anemometer  the  eauu  of  the  force  <£  the  wind  I 

Mon^,  com,  and  many  other  commodities  have  been  used  aa 
measures  of  V^ne ;  thereAoe,  by  a  parity  of  reaacMung,  it  might 
joBt  as  well  be  said  that  gold,  com,  or  these  other  measures  cf 
valne,  are  the  cause  of  all  Value. 

The  oonfosioiL  of  ideas  between  Labour  being  the  meaavn  of 
Value,  and  Labour  being  the  couw  of  all  Value,  is  so  palpable  that 
it  scarody  needs  to  be  enforced  by  illostration ;  but  yet  it  may  be 
as  well  to  give  one.  Sappoee  I  wish  to  buy  a  tree  or  a  oow,  I 
might  very  well  agree  to  give  so  many  daji^  labour,  or  so  miuh 
mon^  the  fRvoeeds  of  so  many  days'  labour,  in  exchange  tar  Qa 
tree  or  the  cow.  The  quantity  of  labour  ox  money  I  un  willing  to 
give  for  the  tree  or  the  cow  is  the  measure  of  my  desire  to  ponev 
them,  but  how  is  either  of  them  the  cotwe  of  the  Valne  itf  the 
tree  or  the  oow  ? 

13.  Bicardo  has  fiillen  into  exactly  the  same  conAiBioD  as 
Smith  r^arding  Cost  and  Value.  The  very  firet  day  that 
Bentham  read  his  work  he  wrote  back  to  him  tjut  it  was  entirely 
fi)onded  on  a  conftisitm  between  Cost  and  Value.  Whatelysays^— 
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"Hr.  fiicardo  appears  to  eet  ont  by  admitting  Adam  Smith'a 
d^oitton  of  Yalae  in  exchange.  Bnt  in  Uie  greater  part  of  im 
"  Principles  of  Political  Eoonomy  he  naea  tiie  word  as  HynonynuHU 
iritii  OM:  and  \q  (hia  one  uabignity  has  rendered  his  great  vetk 
a  Img  eDigma."  He  begins  by  defining  the  ralae  of  a  frying  to 
be  the  qoanti^  of  any  other  oommoditf  it  will  ezohange  for,  and 
Own,  in  ffhAp''-<"'  80,  he  saya— "  I  cannot  agree  with  If,  Say  in 
ettJmatmg  the  vahie  of  a  ctHomodity  by  (he  abondance  of  c^er 
oommoditieB  for  which  it  will  exchange."  He  estimates  the  vahie 
of  aD  things  by  tiie  Ubonr  employed  in  prodndng  them,  and  says 
that  labour  ia  the  fomidation  of  all  exchangeable  value.  He 
entirely  deniea  that  natural  agents,  snch  as  the  son,  the  air,  &&., 
can  B^  exchangeable  valne  to  any  prodnct.  He  says — "  They  are 
serviceable  to  ns  by  increasing  the  abnndaace  of  prodncticHi,  t^ 
making  men  ridier,  by  adding  to  ralue  in  use;  bat  as  th^ 
pw&inn  their  work  gratmtoosly,  as  nothing  is  paid  for  liie  me  of 
air,  of  heat,  of  water,  the  aadstaoce  which  they  affbrd  na  adds 
nothing  to  valne  in  exchange  I " 

A  mnltitnde  of  writers  have  aaeerted  that  Laboor  is  the  unite 
iA  aU  Wealth. 

Thna,  AfcCnllooh  aays* — "When  it  ia  said  that  an  article  or 
product  is  posaeaBod  of  exchangeaUe  valoe  it  ia  meant  that  tJiere 
are  individnala  diapoaed  to  give  aame  quantity  of  labour,  cv  of 
Kxne  other  article  or  product,  obtainable  only  by  meana  of  labour, 
in  extJuuige  i)v  it, 

"  In  its  natural  state  matter  is  very  rardy  possessed  of  any 
immediate  or  direct  ntihty,  and  is  invariably  dtttihde  of  vakie. 
The  labonr  required  to  ^^iropriate  matter,  and  to  fit  and  prepare 
it  for  OUT  use,  is  the  only  means  by  which  it  acquires  value,  uid 
becomes  Wealth."" 
"  &tuth  has  shewn  that  Labour  is  the  only  sooroe  of  wealth."  * 
"The  labonr  which  is  thus  employed  ia  the  only  source  of 
wealth.    Nature  spontaneonsly  fhmiahed  the  matter  of  which  all 
commoditiee  are  made;  bnt  until  labonr  has  been  ^plied  to 
•Ppiopriate  that  matter,  or  adapt  it  to  onr  nse,  it  is  whdly 
deilitate  of  value,  and  is  not,  nor  ever  has  been,  considered 
u  ftffming  wealth."* 
Quoting  from  Locke,  he  says' — "None  of  the  spontaaeotu 
I  fma^ti$  vf  Alflital  £mimv,  f,  I, 

•  mi.,  p.  la.     ■  nid.,F.  a.     *  jud.,  p.  a.     *  no.,  t-  v- 
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prodnctB  of  natnre  has  any  yaloe  tecept  what  it  derives  bom  the 
labour  required  for  its  appropriatioii.  The  ntilitf  of  sach  prodncti 
makes  them  be  demanded,  bat  it  does  cot  give  Uiem  Talne,  whidi 
can  be  oommnmcated  only  by  the  agency  of  Toltmtaiy  labonr  <rf 
■ome  aort  or  another.  An  object  which  it  doea  not  require  any 
portion  of  labour  to  appropriate,  or  to  adapt  to  our  use,  may  be  of 
tiie  very  highest  ndUty ;  but  as  it  is  the  &ee  gift  of  nature,  it  ii 
utterly  impoesible  that  it  should  poeaees  the  smaUest  value !" 

"It  is  to  labonr,  therefore,  and  to  it  only,  that  mas  owes 
everything  poeseeeed  of  value."' 

80  many  other  writers  have  followed  in  the  same  strain :  thm 
Carey,  the  well  known  American  Economist,  says — "  That  labour 
is  die  sole  cause  of  Value." — "  Pearls  may  be  found  by  those  who 
do  not  seek  them,  and  meteorie  iron  may  be  a  gilt  to  those  who 
Uttle  anticipate  its  rec^tion,  while  others  may  seek  fin-  pearls  or 
dig  for  iron  without  profitable  results.  These  are  accidents  which 
do  not,  in  the  slightest  degree,  militate  agiunst  die  assertion  that 
aU  value  is  the  result  of  labour !  Nine  hundred  and  ninely-nine 
out  of  every  one  thousand's  parts  of  these  annually  created  are 
BO,  and  the  ezceptions  are  too  slight  to  be  deserving  of  considera- 
ld<m.    They  are  just  sufficiently  numerous  to  prove  the  rule !  t" 

Thu  paragraph  alone  is  sofiident  to  prove  Carey's  want  rf 
sdentific  spirit.  What  person  who  had  the  slightest  biowledge  of 
Inductive  science,  but  would  aiaile  to  hear  that  exceptions  prove 
the  rule  I  a  &ct  that  is  totally  irrecondleable  with  a  theory  is  the 
proof  of  the  theory  1  This  is  truly  sometiung  new  in  sdenoo.  In 
the  old  world  fiu^  are  the  tests  of  Qieories,  and  though  999 
instances  may  seem  to  suit  a  ttieory,  it  is  universally  held  that  the 
tiiousandOi,  which  does  not  agree  with  it,  dinproveg  it.  Now  as.> 
matter  of  htA  I7  br  the  greater  portion  of  things  of  value  have 
no  labour  associated  with  them  at  all. 

18.  McCulloch  adopts  and  enforces  Bicardo's  extraordinary 
doctrine  ^tat  natural  agenl^  the  sun,  the  air,  fertihsing  showeis, 
have  no  efEbct  on  the  exchangeable  value  of  the  products  and 
fhiits  of  the  earth.  He  says' — "  That  commodities  coUld  not  be 
produced  without  the  co-operation  of  the  powers  of  nature,  ii 
most  certain ;  and  we  are  very  f^  indeed  from  seeking  to 
depreciate  the  obligations  we  are  under  to  our  common  mothv ,  or 
■  mMifUi  ef  AlftKoI  Eeonovi,  p.  TI.       •  lUi.,  B.  I.,  (A.  1. 
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from  endeaTonring  to  exalt  the  benefite  man  owes  to  hia  own 
ezertiotu  bj  conceftlmg  or  andemting  those  which  he  enjoys  hj 
the  boonly  of  natiire.  Bnt  it  is  the  distingniahing  characteristic 
of  tba  aerricee  rendered  by  the  latter  that  they  are  grattutooB. 
Xhej  are  infinitely  nsefiil,  and  thej  are  at  the  aame  time  infinitely 
cheep.  They  are  not  like  human  services,  sold  fiir  a  price ;  they 
are  merely  i^ropriated.  When  a  fiah  is  caoght  or  a  tree  is  felled, 
do  ttie  nereids  or  wood  nymphs  make  their  appearaace,  and 
■tipnlate  that  the  labpnr  <^  nature  in  its  production  should  be 
paid  for  before  it  be  carried  off  and  made  ose  of  by  man  ?  When 
the  miner  has  dng  his  way  down  to  the  ore,  does  Plntns  hinder  its 
^q>roprialion  7  '  Nature  ui  not,  as  bo  many  wonld  have  as  suppose, 
firngal  and  gmdging.  Her  rude  products  and  her  varions  capaci- 
ties  Bod  powers  are  all  offered  freely  to  man.  She  neither  demands 
nor  reoeires  a  return  for  her  fevourB,  Her  serrices  are  of  inesti^ 
maUe  ntih^ ;  but,  being  granted  freely  and  nnoonditionally,  they 
are  wholly  destitole  of  value,  and  are  conseqoently  without  the 
power  of  c(Hnmunicatiug  that  quality  to  anything." 

Win  it  be  believed  that  after  havii^  enforced  in  the  preceding, 
M  well  as  in  many  other  passives  too  ntuneroua  to  quote,  the 
doctrioe  that  Labour  is  the  sole  cause  of  all  Wealth  and  of  all 
Taliie,  he  afterwards  Bay8>T-"DBi£AiiD  may,  therefore,  be  con- 
sidered as  the  ultimate  source  or  origin  of  both  exchangeable  and 
real  value  \  for  the  denire  of  individuab  to  possess  themsdves  of 
articUfl  or  rather  the  demand  for  them  originating  in  that  desire  is 
the  aole  cause  of  their  being  produced  or  appropriated." 

Now  in  tiiis  latter  passage,  McGoltoch  is  like  the  cow  which, 
after -baring  given  a  fnll  pail  of  milk,  kicks  it  orer.  The  whole 
of  his  previous  system  which  he  has  been  euf(a*ciag  with  so 
mnch  trouble  is  baaed  on  tbe  doctrine  that  Labour  is  the  sonrce  of 
aD  Wealth  and  the  cause  of  all  Value.  But  now  he  says  that 
Dkiubd  ii  the  true  source  of  all  Value  t  But  this  is  exactly 
the  doctrine  which  we  have  uniformly  inctdcated  throughout — That 
Hit  not  Labour  toMch  u  the  cause  of  P'tdve,  but  Value  which  u  the 
ittdacement  to  Laimart  and  that  itis  rx?^  Ihe  Labour  of  the  Produce 
which  amttiiuUi  a  thing  Wealth,  but  the  Demand  of  the  Conmmer, 

14t  Nothing  can  be  more  extravagantly  absurd  than  to  say 
tiiat  the  producta  of  the  earth  owe  their  value  exclnaively  to 

■  Frint^Ut  qf  MitiaU  Scmnmy,  p.  816. 
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labonr,  and  that  natural  sgente,  the  boh,  air,  refreshiiig  Bhowen, 
add  nothing  to  their  exchangeable  raltte.  Is  it  hnman  labour 
which  makes  com  grow,  and  fruit  ripen  ?  Is  it  haman  labonr 
which  makes  cattle  and  timber  treee  grow !  Wheat  is  grown  in 
the  North  of  Scotland  at  great  coet  and  mth  great  tabonr,  apd  it 
is  bat  seldom  of  the  first  qnality.  Wheat  is  grown  in  Easez  not 
with  more  labour  or  cost,  but  is  nsuall;  of  &r  Bcqxirior  qoality  in 
oonseqttence  of  the  snperior  climate ;  and  oonseqnently  it  aelli!  &a 
a  higher  price  in  the  market.  How  is  the  higher  price  ot  Easez 
wheat  dne  to  greats  labonr  ?  Can  anj  one  in  his  senses  &il  to 
perceive  that  the  snperior  climate  greatly  afiects  ite  value  in  the 
the  market  F  If  the  sun,  air,  and  showers  in  no  way  infect  raloe, 
nnripe  frnit  ought  to  be  of  the  same  valne  as  ripe  ftnit.  All 
prodncts  of  the  earth  are  confined  to  certain  climate*  in  which 
they  attain  perfection.  Bat  the  labour  and  cost  of  growing  them 
in  climatcfl  in  which  they  never  attain  maturity  is  quite  eqnkl  to 
that  of  growing  them  in  a  soitable  climate,  and,  conseqnenUy,  the 
immatnre  product  ooght  to  be  of  the  same  value  as  the  mature 
product. 

If  the  q>er^ons  of  nature  cannot  add  to  the  valne  oi  the 
products  of  the  earth,  by  a  parity  of  reasoning,  of  coarse,  neitii^ 
can  they  take  away  from  their  valne.  Therefore,  fruit  which  h» 
become  rotten,  fish  or  meat  which  has  become  putrid,  beer  which 
has  turned  soar,  timber  which  has  decayed,  ought  to  be  of  pre- 
cisely the  same  value  as  fruit  in  Ua  prime,  fresh  fish  or  meat,  good 
beer,  and  eonad  timber.  Tempests  and  stoims  of  all  sorts  cutnot 
take  away  from  the  value  of  the  crops  they  destroy,  because  the 
labour  remains  exactly  the  same.  In  fitct,  the  abeord  consequences 
-of  this  doctrine  are  so  glaring  Uiat  any  one  who  reflects  iqxtn  it 
for  an  instant  can  suggest  to  himself  innumo^ble  cases  of  its 
folly. 

According  to  this  doctrine  of  Ricardo  and  McGnlloch,  if  a  man 
sees  a  large  ni^get  of  gold  or  a  hirge  diamond  lying  on  the 
groand  they  have  no  value ;  and  it  is  only  the  labour  of  pickii^ 
them  np  which  gives  them  value  1  Is  it  necessary  to  wasto  w(HdB 
to  refute  such  folly  ? 

Strictly  speaking,  of  course,  neither  Labonr  ma  natural  &geaix 
create  Value.  For  Value  resides  only  in  ths  mind.  Bol^  Labour 
and  the  agency  of  nature  are  in  vain,  if  there  be  no  desire  for  the 
prodncts.    As  there  may  be  numberless  products  of  Labour 
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irtiaDj  deBtitnte  of  Valoe,  so  eqaoDj,  there  ire  nnmberlen 
prodncto  of  natare  which  have  no  Yaloe.  Labour  and  the  agency 
U  Datnre  onl;  affect  Value  when  they  make  a  product  mora 
desinble,  so  tltat  the  Demand  fbr  the  prodnct  is  greater  in  one 
ei»ditiDn  than  the  other.  So  also  ill-direoted  labour  and  the 
■gencf  of  nature  may  make  a  prodnct  leas  desirable,  and  so 
diminiflh  Value,  becanae  the  product  will  be  lees  demanded. 

Vbat  we  wish  to  enftxtie  is  evident.  Labour  and  the  agency 
irf  nature  stand  exactly  on  the  same  footing  with  regard  to  Vahie. 
All  that  either  of  them  can  do  is  to  change  the  condition  of  the 
[Mdaii.  If  it  is  more  desired  in  the  new  fbrm  it  has  greater 
T^Be,  if  it  is  leea  desiFed,  it  has  less  Value ;  and  either  result 
may  take  place  according  to  circnmsCances.  Bat  the  actual 
Value  is  determined  solely  by  the  relation  of  the  Supply  to  the 
Demand.  In  an  nnbvonraUe  year  own  of  a  very  inferior  quality 
iB^,  in  oonaequence  <^  its  scarcity,  sell  for  a  very  much  higher 
price  ttian  the  veiy  best  quality  of  com  in  a  very  favonn^le  year, 
ID  consequeoce  <tf  its  exceeding  abundance.  But  at  the  same  time 
com  of  a  superior  quality  will  always  sell  at  a  higher  price  than 
ewD  of  an  inferior  quality. 

Thus  Demand,  and  not  Labonr,  is  the  sole  caute  of  Value :  -and 
the  rdation  between  the  Demand  and  the  Supply  is  the  sole 
Tigulaior  of  Value. 

15.  Hence  all  Labonr  which  is  demanded  and  paid  for,  has 
Yahw  itself,  and  is  wealth,  no  matter  whether  it  termioate  in  a 
material  product  like  that  of  artisans  and  ploughmen,  or  whether 
it  perishes  in  the  act  of  production,  such  as  thai;  of  actors,  singen, 
lawyeiB,  and  professional  men  of  all  sorts. 

Andall  L^mnr  iBpradueUve  which  drmot  forth  some  remuner^' 
tion  w  reward  in  exchange  for  itself,  no  matter  wheUier  it  is 
embodied  In  a  material  prodnct  or  not.  He  who  earns  an  income 
by  his  labour  can  live  on  his  camingB,  no  matter  whether  it  is 
ranbodied  in  a  material  object  or  not;  whether  he  has  earned 
them  in  a  profession  or  hj  selling  gold  watches,  clothes,  buns,  or 
soda  water. 

The  exchange  of  the  Labonr  for  its  reward  is  one  exchange.  If 
there  be  a  material  prodnct  as  the  result  of  the  labonr,  that 
material  product  may  be  exchanged  away  for  something  else. 
But  that  is  a  distinct  exchange  without  any  oonnection  with  the 
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fonner  exciiaiige.  And  indeed  the  prodoct;  maj  have  very  little 
value  compared  to  its  cost,  and  may  not  cTon  be  intended  to  ban 
any.  As,  for  instancei  a  grand  cathedral  may  be  erected  at  aa 
eaormona  ezpenee ;  tiie  labour  wbicii  the  workmen  give  in  ei- 
change  for  their  wagee  is  wealth  to  them :  bat  what  woold  be  the 
selling  Talae  oi  the  cathedral  ?  What  woold  be  the  selling  Taloe 
of  onr  pnblic  buildings  and  monnments?  The  country  paid 
immense  Boms  for  onr  old  lineM>f-b«tUe  ships,  but  when  in>n-dada 
came  in  what  was  the  selling  Taloe  of  the  old  wooden  screw 
liners? 

These  and  innumerable  other  instances  which  will  snggat 
themselves  to  any  person  of  practical  experience,  shew  the  ntt^ 
fallacy  c^  the  doctrine  Ui&t  Labour  is  either  the  Mtamrt  or  Hie 
CavK  of  Taloe. 

16.  When  one  person  sells  to  another  the  right  to  his  Labonr 
or  services,  of  any  description,  he  becomes  the  servant  of  that 
pereon,  and  the  remuneraUon  be  receives  is  properly  tenned 
Waqes  in  onr  homely  old  English,  whatever  be  the  natnre  of  the 
Labour  or  the  rank  of  the  Labourer.  Modem  refinement, 
however,  in  many  cases  disdains  this  name,  which  is  now  usually 
confined  to  the  earn  pud  fi>r  manual  labonr.  Laboorers  who 
consider  themselves  of  a  higher  sort  afFect  other  names  for  th«r 
rewards.  OflScers  in  the  services  speak  of  their  Pay;  profeadoiul 
men  of  their  Fees;  emphyet  of  all  sorts  rf  their  Saiary.  But  all 
these  names  merely  denote  the  reward  for  labour ;  and  all  who 
receive  them  are  lahonrers,  whatever  their  rank  at  the  natnre  of 
their  labour  may  be. 

17.  Labour,  then,  being  clearly  understood  to  be  an  eichange- 
able  commodity  by  itself.  Economists  agree  ^lat  its  T^ne  is 
governed  by  the  general  law  of  Demand  and  Supply.  But  in  the 
applicatisn  of  this  law  a  very  serious  omission  is  usually  made. 
Thus,  among  many  others.  Senior  says*  that  the  Rate  of  Wagei 
depends  "  on  the  extent  of  Uie  Fond  ^r  the  maintenance  of 
Labonrers  cconpared  with  the  number  of  htbonrers  to  be  main- 
tuned."  And  UiD  says' — "Wages  depend  maioty  upon  Uie 
demand  and  supply  of  labonr ;  or,  as  it  is  often  expressed,  on  the 

>  FbUtiedl  Eemnmg,  p.  15S. 
■  Prmdfia  ijf  PMUeal  ^mwmy,  B.  II.,  ei.  11,  S  1* 
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pn^portion  betwoea  popnktion  and  capital There  ia 

unfortiuiately  no  mode  of  expressing  b;  one  fiuniliar  term  the 
^gregate  of  what  may  be  caUed  the  ^wagea  fond  of  a  coontiy ; 
and  u  the  wages  c^  prodactire  labour  form  nearly  the  whole  of 
that  ftmd,  it  is  usual  to  overlook  the  smaller  and  lees  important 
part,  and  to  say  tiiat  wages  depend  xrpoa  population  and  capital. 
It  will  be  conTenient  to  employ  tim  expression,  remembering, 
however,  to  oonsider  it  as  ellip^cal,  and  not  as  a  literal  statement 
of  the  ei^ire  troth. 

**  With  these  limitationB  of  the  terms,  wages  not  only  depend 
on  the  relative  amonnt  of  Capital  and  population,  bnt  cannot, 
under  the  mle  of  competition,  be  affected  by  anything  else. 
Wages  (meaning,  of  ooorse,  the  general  rate)  cannot  rise  bat  by 
an  increase  of  the  ^gregate  fiinds  employed  in  hiring  labonrers, 
fft  a  diminotion  in  the  nnmber  of  competitors  for  hire ;  nor  &11, 
except  either  by  a  diminntion  of  the  fiinds  devoted  to  paying 
labonr,  or  by  an  increase  in  the  nnmber  of  labonrers  to  be  paid." 

Now  when  these  writers  say  that  wages  cuinot  be  affected  by 
anything  else  bnt  the  relative  amount  of  capital  and  popnlation, 
tliey  evidently  omit  a  most  important  element  affecting  the  Bate 
of  Wages,  namely,  the  Qcumrr  07  WoBK  to  be  done. 

There  are  eTidently  two  classes  of  cases,  one  where  the  quantity 
(^  work  to  be  done  remuns  fixed,  or  can  only  be  increased  within' 
very  narrow  Umit«,  the  other  where  it  can  be  multiplied 
indefinitely. 

Tbns  in  agricoltnie  the  quantity  of  work  to  be  done  on  a  farm 
is  very  neartf  a  fixed  quantity.  When  a  form  has  once  been 
brought  into  a  state  of  high  cidtivation,  the  quantity  of  labonr  it 
requires  is  very  neariy  a  fixed  quantity ;  and  if  the  agricultural 
population  multiplies  b^ond  the  demand  for  it,  agricultural  wages 
must  fidl  notwithstanding  any  rise  that  may  take  place  in  manu- 
fikcturing  districts. 

Bnt  the  case  is  different  in  muin&ctnres.  The  demand  for 
manu&ctuies  can  usually  be  met  to  any  extent.  The  quantity  of 
work  to  be  done  in  mann&ctnres  may  increase  &ster  than  any 
increase  of  population,  and  the  inoease  is  efibcted  by  the  extension 
of  machinery.  The  wages,  therefore,  and  the  condition  of  the 
people  in  a  manufacturing  district  may  constantly  improve,  while 
the  condition  of  an  agricultural  popnl^on  may  remain  stationaiy, 
and  even  retrograde.    So  improved  processes  io  mochinety  may 
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Bapport  an  increaaed  maiLQ&ctariiig  population,  becaose  they  tend 
to  lower  the  price  of  the  product,  and  so  increase  the  demand  fiv 
it;  but  improved  procesBes  in  machiner;  caoEe  agricoltare  to 
Teqoire  a  diminidied  population:  becaase  in  maDo&ctorea  in- 
creased madiineiy  increases  and  multiplies  products ;  but  in  agri- 
cnlttue  its  principal  effect  is  to  supersede  labour.  When  the 
haireet  is  giown  the  use  ctf  reding,  threshing,  and  other  machines 
is  not  to  multiply  the  ptodncbB,  but  to  st^tarsede  and  economise 
Ute  labour  necessaiy  to  gather  them  in  and  prepare  them  for  nae. 

TbuB  the  main  ".tiiI  primarr  poipose  of  machlneir  in  mann- 
foctnres  is  to  nraltitdj  and  increase  productim;  its  seoondar^ 
effect,  though  no  doubt  a  moeb  in^xHtant  one,  ie  to  diminish  the 
coeb  of  productimi,  because  it  costs  less  to  erect  and  znaintain  the 
machinery  than  to  maintain  the  number  of  men  who  oould  do  an 
equal  amount  of  work :  but  in  agricoltiire  the  mun  and  primai; 
purpose  ia  to  diminish  the  coet  of  production. 

The  effect  of  artificial  manures,  draining,  &c.,  is  chiefly  to 
multiply  the  quantity  of  grain  on  each  stalk,  not  bo  much  to 
mnlti^dy  the  number  of  stal^  Consequently  there  is  but  rery 
litUe  more  labomr  required  to  reap  a  field  of  wheat  which 
yields  60  bashels  to  the  acre  than  ouo  which  yield  only  80 
bufihelB. 

Thus  the  main  effect  of  machinery  in  mann&ctoree  is  to  iucreaae 
(he  quantity  of  produce  of  any  given  number  of  persona ;  the 
main  efie<^  of  macbineiy  in  agriculture  ia  to  dimini^  the  number 
of  people  requisite  to  obtain  a  given  amoont  of  produce.  No 
doubt  the  effect  in  both  cases  is  to  increase  the  qnantil?  of  produce 
ctonpared  to  the  pi^nlation;  bub  there  is  this  most  imptHtant 
difl^nce  between  the  two  cases;  mann&ctnres  can  usually 
absorb  and  provide  fbr  the  increase  ot  ita  own  population ;  and  not 
only  that,  it  absorbs  and  provides  for  a  large  amount  of  immigra- 
tion tiom  other  quarters.  But  agriculture  can  not  provide  fbr  and 
absorb  the  natural  increase  of  its  own  population ;  and  what  is  to 
become  of  the  superfluous  agricultural  population  is  a  very  serious 
consideratioQ  indeed.  If  manniactures  were  only  called  upon  to 
provide  for  the  natural  increase  of  its  own  population,  manuftc- 
turing  wages  would  constantly  tend  to  rise ;  if  agriculture  weie 
called  upon  to  provide  for  si\.  the  increase  of  its  own  population, 
wages  would  constantly  tend  to  M.  What  in  some  measure  tends 
to  bwer  wages  in  manufoctures  and  to  raise  wages  in  agriculture 


.t.zsd  by  Google 


I  17,  18.]  WAGES.  119 

is  tiie  coDBtaDt  flow  of  the  Btq)er&iioaa  popnlaticm  in  agricsltiire  to 
maniifiictaTes. 

The  common  doctrine,  then,  that  Wages  depend  only  on  the 
ratio  of  Pt^xdation  to  Gi4>ital  mnst  be  rectified  by  the  introduction 
of  another  most  important  element,  namely,  the  Qoantjtj  of  Work 
to  be  done.  Thus  the  actnal  amoont  of  wages  depend  npon  the 
quantity  of  work  to  be  done,  the  labonrerB  seeking  to  do  it,  and 
the  iuods. 

And  this,  ajnong  tnnnmerBble  other  cases,  shews  the  impoeei- 
bility  of  m^ng  I^boor  the  measure  of  Yalne,  because  different 
kinds  of  Labonr  are  constantly  changing  in  their  Value. 

18.  It  ie  often  said  that  W^es  depend  upon  the  ratio  between 
Population  and  Capital,  as  if  all  the  money  spent  as  wages  is 
Capital.  This,  however,  is  a  great  error.  The  lightest  reflection 
will  shew  that  all  the  money  given  in  exchange  for  servicea  or 
labonr  can  by  no  means  be  called  Capital;  «.  e.,  expended  for  the 
purpose  of  making  a  profit  by  it.  A  very  large  portion  of  the 
money  spent  in  wages  is  not  G^iital  bat  Income.  Thns  the  wages 
of  domestic  serrants,  the  money  paid  for  professional  aerrioes  of 
all  sorts,  is  not  Capital  bat  Income. 

Wages  only  spei^  for  the  pttrpoee  of  profit,  aach  as  manuiiuv 
tnting,  agriculttual,  and  commercial,  are  CapitaL 

Now  tkeie  is  an  important  difierenee  to  be  obseryed  respecting 
Wages  epent  as  Income,  and  Wag^  expended  as  CapitaL  In  the 
ftHmer  case  there  is  no  limit  to  the  absolute  role  of  Demand  and 
Supply ;  in  the  latter  there  is. 

If  I  want  profession^  services  of  the  highest  order  there  is  no 
limit  to  the  sum  whidi  must  be  paid,  A  snrgical  operation  i^ 
great  delicacy  which  may  only  last  a  minute  may  cost  p^haps 
XI50  triien  performed  by  a  person  of  the  most  eminent  skilL  A 
very  distingnished  connsel  has  been  known  to  receive  jE2,000  &x 
half-an-hour's  work.  So  Uie  Wages  which  an  opolent  nobleman 
may  have  to  give  his  head  cook,  ox  gardener,  are  determined  by 
nodting  but  the  Law  of  Demand  and  Supply. 

But  when  Wages  are  expended  as  Capitfd  the  case  is  diff»«nt. 
In  Buch  cases  the  amount  which  a  Capitalist  can  afford  to  pay  as 
Wages  is  limited  and  controlled  by  the  profits  which  he  expects  to 
make  by  the  -sale  of  the  product.  If  the  price  of  the  product 
could  be  raised  indefinitely,  wages,  no  doubt,  might  also  rise 
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indefinitely.  Bat  that  is  very  lar  from  being  iHx  case.  No 
expenditure  npon  tlie  product  can  force  up  ite  price  indefimtdy. 
The  valoe  of  the  prodact  is  regnkted  by  the  great  general  Law  of 
Demand  and  Snpply;  and,  conaeqnendy,  as  no  C^>it»liBt  can 
continne  to  produce  fi>r  any  leng^  of  tame  nnlew  be  leceives  the 
ordinary  rate  of  prc^t,  he  cannot  al&rd  to  give  more  as  vagea 
than  wiQ  allov  hiny  to  obtain  t^at  profit.  Hence,  if  he  cadnoC 
reduce  wages  he  most  cease  to  prodnce.  Thna  in  all  cases  where 
"Wages  are  expended  as  Capital,  there  ie  a  n&tnral  limit  which 
they  can  by  no  possibility  exceed — however  much  Uiey  may  &U 
below  it. 

19.  Afany  writers  seem  to  think  that  there  is  some  definite 
fond  set  apart  for  the  maiDtenance  of  Laboorers,  which  fliey  call 
the  "  Labour  ftmd,"  or  the  "  Wagea  ftmd,"  wbic£  they  sqipoae 
regulates  wages. 

Thus,  as  we  have  already  qnoted  from  Senior,  who  says  that  tfie 
prcodmate  caose  which  decudes  the  rate  of  wages  "  is  the  extent  of 
THE  Fmid  [What  flind?]  for  the  maintenance  of  labooren 
compared  with  the  number  of  labourers  to  be  maintained." 

So  Jones,  who  confines  Wealth  to  material  objects  only,  esjt 
Wages  depend  on  the  amount  of  Wealth,  devoted  to  maintaining 
LaboureiB. 

-  The  amonnt  of  Wealth  devoted  to  the  maintenance  of  labour 
constitutes  the  labour  fund  of  the  worid,  and  the  amonnt  bo 
devoted  in  any  conntry  constitnCes  the  Labonr  fiind  of  that 
conntry." 

"  The  third  division  of  the  lalwr  fund  consists  of  iriiat  ii 
properly  called  Capital,  that  is,  of  the  stored  np  results  of  past 
labonr,  used  with  a  view  to  profit."  ^ 

So  Mill  says  that  unfortunately  there  is  no  mode  of  expressing 
by  one  fomiliar  term  the  aggregate  of  what  may  be  c^ed  the 
*  W^es  ftmd  "  of  a  conntry. 

Here  we  have  distinctly  afihined  that  Wages  depend  upon  the 
a^regate  ftmds  employed  in  hiring  labourers. 

"  Since,  therefore,  the  rate  of  wages  which  results  from  compe- 
tition distributes  the  whole  leagtsfimd  among  the  whole  labonriog 
population,"' 

1  Leetwa  on  FoUUcal  Economy,  pp.  114,  414,  416,  430. 
1  Uai.    iMwiylu,  B.  U„  tk.  II 
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Bat  what  is  this  Wi^es  taai  ? 

"Now  all  theae  writeiB  affirm  that  the  "Wages  fluid"  amasts 
of  Capitol,  which  they  say  is  Uie  accnmnlatioa  of  the  savings  of 
the  ptut.  They  maintain  that  it  is  only  inavased  Capital  that  can 
lesd  to  the  increased  emplt^ment  of  labour,  and  that  increased 
Ci^ital  can  otAy  arise  from  the  increased  savings  of  the  past. 

20.  Bnt  is  this  the  fiict  ?  Is  the  "  Wages  fimd  "  confined  to 
material  money,  the  frnits  of  past  savings  ?  Are  wages  paid  in 
uotbing  bat  specie  ?  No  one  who  has  the  slightest  knowledge  of 
practice  business  can  &il  to  perceive  that  such  an  idea  is  utterly 
erroneous.  Svery  practical  man  knows  that  an  enormons  mass 
of  Wages  is  paid  in  CnxDrr. 

We  will  tt^e  the  example  of  Scotland,  because  the  system  of 
Credit  has  been  brought  to  a  greater  state  of  development  and 
perfection  in  that  country  than  in  any  other ;  though  it  is  nothing 
but  a  practical  exemplification  of  the  Theory  of  Credit  which  was 
Inooght  to  perfection  by  the  Boman  Lawyers  1,800  years  ago. 

Suppose,  ae  has  been  the  case  there,  there  are  large  tracts  of 
unreclaimed  but  improvable  land ;  suppose  also  there  are  abnndanoe 
of  people,  who  perluips  manage  to  exist  on  some  scanty  sustenance 
Imt  have  no  work  to  occiq>y  their  time.  There  being  no  money 
to  employ  these  pec^le  they  stand  idle,  and  the  land  lies  waste. 

Suppose,  as  has  often  been  the  case,  a  wealthy  merchant  buys 
this  property,  and  brings  down  with  him  10,000  sorereigUB.  He 
sets  the  pet^le  to  work,  they  reclaim  the  land  and  sow  it ;  in  doe 
time  the  harvest  is  reaped,  and  in  course  of  time  the  £10,000  is 
restored  to  the  proprietor  with  a  profit ;  and  the  reclaimed  land 
yields  an  annual  rent  for  ever.  Now  theae  10,000  Bovereigns  are 
nndoubtfdly  the  result  of  past  labour,  they  have  been  used  as 
Capital,  and  have  fonoed  piu4  of  the  wages  fond. 

Bat  suppose,  again,  exactly  the  same  state  of  matters ;  fertile 
redumable  land ;  idle  people  waiting  to  be  employed ;  but  no 
ncii  merchant  wiUi  Ms  box  of  sovereigns. 

A  Bank,  however,  seeing  tiiis  state  of  matters,  and  also  that 
ttiere  are  trustworthy  and  industrious  iarmers  and  proprietors, 
(q>enB  a  branch  in  the  district  and  sends  down  a  box  with  10,000 
£1  notes. 

It  advances  these  notes  to  the  proprietors  and  &rmen ;  they 
hire  the  labourers,  and  pay  their  vF^;e8  in:  these  ;C1  notes ;  the 
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laboorerB  bay  tlieir  food  and  clothes  with  these  £1  iKit«B,  vfaidi 
we  nniTeTBally  received  thronghoat  the  coimtij,  exactly  as  if  tluf 
were  aorereigiiB. 

In  short,  these  £1  notee  produce  exactly  the  same  effects  u  if 
they  were  so  many  sovereigns.  The  land  is  reclaimed  and  sown, 
and  prodnoes  exactly  the  same  rerenne  aa  if  it  bad  been  reclaimed 
I^  means  of  money.  The  proprietora  and  formers  repay  the  bank 
its  adrances  {radoally,  and  in  coarse  of  time  the  debt  ia  ei- 
tingoishedi  and  it  yields  an  annnal  rent  for  ever.  Qnt  equally  in 
both  cases  the  land  has  been  changed  from  a  dreary  desert  into 
Bipiljng  com  fields. 

Now  Wages  have  been  paid  in  these  £1  notes ;  and  therefore 
they  have  been  part  of  the  "  Wages  f^md."  Have  they  not  been 
"  Capital "  as  mnch  aa  so  much  money  P  The  Bank  has  gained 
the  same  profit  by  advancing  them  as  if  they  were  actual  mtmey ; 
the  proprietots  and  farmers  have  gained  the  same  pn^ta  bf 
reclaiming  the  land  1^  their  nse  as  if  they  were  money.  They 
have,  then,  produced  Uie  same  effects  to  the  whole  community  u 
if  they  had  been  money.  They  were  therefore  "  Coital "  in 
«zactly  the  same  sense  aa  money  ie  "  Capital"  Bat  were  th^  the 
result  of  saving  ? 

Similarly  all  public  works  in  Scotland  are  formed  in  precisely 
the  same  way;  lands,  railways,  docks,  roads,  harbouis,  &c. 
Whenever  the  oouatmction  of  one  of  these  great  works  is  deter- 
mined on  the  projectors  go  to  a  Bank,  and,  on  receiving  pn^ 
aecurity,  it  creates  a  Cash  Credit  in  their  favour,  and  issues  the 
requisite  number  ^of  £1  notes — pure  Credit — and  the  work  it 
constructed  by  means  of  these  notes  exactly  as  if  they  were  so 
many  sovereigns.  They  have  been  part  of  the  "  Wages  fnnd," 
land  have  been  "  Capital "  exactly  as  if  they  had  been  sovereigns: 
Ihat  is,  they  have  been  used  to  produce  a  profit  just  like  money. 
yfhat  becomes,  then,  of  the  doctrine  Uiat  the  "  Wages  fiud ' 
(Consists  exclnsively  of  the  accnmtdation  of  past  labour  ?  or  that 
""Capital"  ia  restricted  lo  the  savings  of  past  labour?  What 
Jbeoomes  of  Mill's  fundamental  proposition  that — Indnstry  is 
limited  by  Capital?  Unless  Credit  be  admitted  to  be  CajHtal, 
(thB  proposition  is  wholly  untrue. 

Hence  we  see  that  not  only  the  accumulation  of  past  proSIs  is 
.brought  into  the  "  Wages  ftmd,"  but  also  the  anticipation  of 
Jitture  profits.    As  we  have  over  and  over  again  set  forth — Sverif 
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fuitm  Profit  has  a  Pbesent  Talub — and  that  Pretent  Value 
m&r  be  brought  into  the  "  Wages  fiind  "  and  made  "  Capital "  of, 
exactly  in  the  same  way  aa  the  accnnialation  of  the  past. 

Bnt  exactly  tJie  same  process  goes  on  in  every  branch  of 
mdnatiy,  manu&ctnring  and  commercial.  The  anticipated  pro- 
ceeds of  the  fiitnre  are  capitalised  and  bronght  into  the  "  Wages 
fond,"  and  conduce  to  production  exactly  in  the  same  way  as  so 
mach  money. 

And  this  doctrine  we  shall  find  fblly  admitted  by  Mill. 
"  Wealth,"  he  says,  "  is  anything  which  has  purchasing  power  " 
— "  Credit,"  agiun  he  says,  "  is  purchasing  power."  Therefore,  by 
bis  own  admiBaon,  Credit  is  Wealth.  Again,  he  says  that  "  Bask  ' 
Notts,  Bills  of  £xchange,  and  Cheques  circulate  as  money,  and 
perform  ALL  the  fuoctionB  of  it."  Now  these  documents  are 
simply  the  Rights  to  fiitnre  payment,  and  are  Credit.  And  as 
Uill  admits  they  perform  all  tha  fimctions  of  money,  they,  of 
ooorse,  equally  with  money,  niay  be  used  as  Capital,  and  form  part 
of  the  "  Wages  fimd."  Thus  we  see  amply  admitted  by  Mill  the 
doctrine  we  have  so  often  inculcated  that — Every  future  payment 
has  a  Peksbnt  Value— which  may  be  bought  and  sold  exactly 
like  money,  and  perform  all  the  fonctions  of  money,  and  U 
Iberefore  Wealth  in  itself. 

31.  The  complete  fallacy  c£  the  doctrine  that  the  "  Wages 
fimd  "  is  Umited  to  existing  specie  has  also  been  observed  by  Mr. 
Longe' — "  The  theory  that  the  wages  of  labourers  is  limited  bj 
the  amount  of  capital  which  their  employers  hare  at  their  dis- 
poeal  prior  to  the  sale,  and  independent  of  the  price  of  their- 
goods,  is  Tffly  fovourable  to  the  doctrine  scmiewhat  in  vogue  amoug- 
maatet  manniactnreiB,  that  the  labourer  has  no  right  to  look  to. 
the  market  price  of  the  goods  which  he  makes,  or  assists  iik 
makiDg,  as  a  measure  of  the  sum  which  his  employers  would  b& 
able  to  pay  in  wages.  Of  late  years,  however,  the  workmen  in 
nuBt  of  these  trades  have  become  too  powerfol  and  too  intelligent 
to  be  hoodwinked  in  this  way,  and  employers  have  found  it 
necffigaiy  to  impress  on  their  workmen  that  it  is  not  their  means,. 
but  Iht  pwchater^  demand,  which  limite  the  caamait  whkh  they  can^ 
aiord  to  pay  at  wages.  In  the  late  dispute  in  the  iron  trade,. 
when  the  employers  taught  an  unruly  and  high  paid  class  of 
'  J  r^yiation  of  Oit  Wagu  Fttai  I^any  tf  Hodem  iWfiail  Bamomji,  p.  49, 
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workmen  ttie  wholesome  lesson  Uiat  employen  can  oombine  » 
well  as  laboorera,  the  ibore  intelligent  workmen  diacoBsed  the 
gnestaon  on  the  proper  gronnd,  viz.,  with  r^erenoe  to  the  pat- 
chasers'  demand  for  ibe  finished  goods,  and  their  power  ot 
snpplying  themselves  elsewhere,  if  the  English  snpply  was  toa 
dear ;  and  it  being  the  general  opinion  that  the  works  oonld  not 
be  kept  g<uag  nnless  the  price  of  iron  was  reduced,  the  whole  bodf 
of  inmworkers,  with  the  exception  of  the  North  Stafibrdshiie  men, 
agreed  to  submit  to  the  proposed  redaction  of  wages." 

22.  The  moat  grotesqne  statement  of  the  "  Wages  flmd  * 
doctrine  that  we  hare  seen  is  the  following^ — "  I  think  yon  are 
all  aofficienUr  acquainted  with  the  elementary  principles  of 
PoUtical  Economy  to  know  that  the  circulating  capit^  of  a 
conntiy  is  its  wages  fimd.  Hence,  if  we  deeire  to  calcnlate  the 
average  money  wages  received  by  each  labourer  we  have  simply  to 
divide  the  amount  of  this  ct^ital  with  the  number  <f  the 
labourii^  population.  It  is  therefire  evident  that  the  average 
money  wages  cannot  be  increased,  uuless  either  the  circolating 
capital  is  augmented  or  the  number  of  the  labouring  populatton  is 


Mow  let  tu  ask  what  is  Circulating  Capitol?  This  writer 
excludes  Credit  &om  the  title  of  capital ;  so  that,  according  to 
him,  only  specie  can  be  drcnlatjng  Capital.  But  bow  modi 
specie  is  there  in  t^e  nati(m  ?  No  one  can  telL  But  all  specie  ii 
not  used  as  C^tal,  as  is  admitted  by  all  Economifits ;  it  ia  onlj 
Capita  when  used  for  the  purpose  of  profit.  And  the  same  piece 
of  money  may  be  used  as  Bevenne  in  one  Exchange  and  w 
C^iital  in  the  nexL  So  for  our  nnmerator  we  have  an  nuknown 
part  of  an  nuknown  quantity.  In  the  next  place,  what  is  tlie 
labouring  population  ?  Of  this  we  have  no  definition,  and  m 
approximate  number  given.  So  that  to  determine  the  average 
money  wages  of  the  labooriug  populiUion  we  have  to  take  the 
unknown  part  of  an  unknown  quantity,  to  be  cUvided  by  an 
nnknown  quantity! 

Let  ne,  however,  make  a  ventm«  at  random,  and  see  the  reealt. 

It  is  often  alleged  that  the  quantity  of  money  in  the  comitry  ii 

about  £80,000,000.    Let  ns  suppose  that  fifty  millions  of  this  ii 

nsed  as  CapitaL     Again,  let  us   suppose    that  the  labonrisg 

1  FauKtU,    Eoonomk  potitim  oj  tte  Ailtrt  Xoteurer,  p,  IIS. 
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popnlation  amonnts  to  24  millionB.  Performing  the  required 
vpenaaa,  we  find  that  the  average  wages  of  the  labonring 
population  are  £2  Is.  8d.  per  head  1 1 

llie  fint  error  in  this  mode,  of  atatement  is  evident.  The 
amoont  of  the  "  Wages  fimd"  does  not  practic^y  conust  of  the 
amonnt  of  spede  only,  bnt  of  Qie  amount  mnltiplied  Into  the 
Telod^  of  its  drcnlation.  The  same  piece  of  manej  pays  wages 
in  endless  snccession.  Fire  ponnds  transferred  twenty  times  is. 
eqmraleBt  in  Economic  effect  to  XlOO  transferred  oDce.  Conse- 
quently the  amount  of  wi^es  will  be  the  amount  of  qtecie 
multiplied  into  the  nnmber  of  times  it  is  paid.  And  when  tiiis  is 
done,  we  should  find  an  average  more  consistant  with  cranmon 
Muse. 

In  the  next  place  such  a  qneatiou  as  this  is  one  to  which 
averages  do  not  apply.  Wages  differ  in  every  trade ;  and  also 
for  the  same  trade  in  different  parts  of  the  country.  If  an  artisan 
in  one  place  in  some  parts  of  the  year  earns  mwe  and  at  other 
times  leM,  it  wonld  be  right  enough  to  strike  an  average  in  his 
case,  Bnt  if  wages  are  usually  20s.  a  week  in  Yorkshire  and  10s. 
a  week  m  Doisetebire,  it  would  be  abenrd  to  say  that  the  average 
is  15b.  a  week.  Or  if  a  skilled  watchmaker  gets'lSs.  a  day  and  a 
hodman  gets  3s.,  it  wonld  be  absurd  to  say  that  wages  are  on  an 
average  9s.  a  day. 

Again,  nothing  can  be  more  absurd  than  to  sappoee  that  all 
Oa  labouring  population  enter  into  a  general  competition  for  the 
"  Wages  fimd."  Aa  this  point  has  been  well  enforced  by  Mr. 
Iionge,  we  will  quote  him.' — "  Lastly,  asanming  that  the  amount 
vt  the  funds  q>plicable  for  payii^  wages  of  any  paiticalar  class 
n  lU  the  different  cUsses  of  labourers,  within  any  geographical, 
pcditical,  or  conmiercial  field,  snch  as  either  Donetshire,  or 
England,  or  Europe,  at  any  given  lime,  or  within  any  given 
period,  are  limited  and  defined  by  certain  causes,  it  wonld  be 
itnpoeable  for  such  funds  to  be  distributed  by  competitiou  among 
idl  the  labourers  who  may  happen  to  be  seeking  employment  in 
the  field  or  country  in  which  such  particular  or  aggregate  wage 
fondexists. 

"  The  nomber  of  labourers  whom  any  class  of  employen  engaged 
in  trade,  as,  for  instance,  the  Dorsetahire  fitrmen,  can  employ 
(unless  their  capital  is  to  be  distributed  as  the  Lancashire  reli^ 

1  R^firiaUm  V  At  Wagm  Ktnd  tbory.  f-  M> 
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fond  wu  applied,  viz.,  withont  any  view  to  ite  prododDg  uij 
pn^t  or  mcreaBe  of  wealth)  is  determined  by  the  qnanti^  itf 
work  they  reqnire  to  be  done.  If  ten  thonaand  labonrera  did  all 
the  work  they  wanted  to  have  done,  t.  «.,  all  the  ploogfaiDg, 
and  harrowing  and  reaping,  there  might  be  any  nnmbw  of 
Horplns  labonrera  in  the  conntry,  and  their  competitjon  might 
re^ice  wages  to  mxpeoce  a  day,  bnt  the  fknaers  woold  not  qii{^ 
more  litbottr  than  they  wanted,  however  cheap  it  was. 
-  "  If  instead  of  taking  the  capital  of  the  fiomers  of  a  coontry, 
we  tekB  the  aggregate  capital  at  the  disposal  of  the  employes 
engaged  in  the  different  trades  of  a  oonntry  as  the  supposed  m^ 
ftind,  the  absurdity  of  the  Bopporition  that  the  whole  of  sodt 
oggteg&te  fond  conld  be  distrilHited  by  competition  aoMng  the 
different  clasaes  of  labonrers  composing  its  dependent  popnlatioii 
beoomee  still  more  glaring,  How  eonld  the  shoemakers  cmnpete 
with  the  tailors,  or  the  blacksmith  with  the  glass  blowersT  a  how 
shonld  the  ciq>ital  which  a  master  shoemaker  saved  by  redndng 
the  wages  of  his  jonroeymea  get  into  the  hands  of  the  roaster 
taUor7  or  why  sh<mld  the  money  which  a  reduction  in  the  price 
of  clothes  enables  the  private  consumer  to  «^nd  on  other  thingi 
go  to  pay  or  refund  the  wages  of  any  other  dass  of  Inboorera 
belonging  to  his  own  country  f  It  would  dearly  be  just  as  likely 
to  be  spent  in  the  purchase  of  foreign  wine  or  in  a  trip  to 
Switzerland. 

"The  notion  of  all  the  labouren  of  a  conntry  constituting  b 
body  of  general  labourers,  capaUe  of  omtpeting  with  eadi  other, 
and  whose  'general'  or  average  wage  depends  upon  the  ratio 
between  their  number  and  the  a^regate  w^e  fiind,  is  just  h 
absurd  as  the  notion  of  all  the  different  goods  existing  in  s 
oonntty  at  any  given  time, «.  g.,  the  ships,  and  the  steun  engines, 
and  the  cloth,  &c.,  constituting  a  stock  of  general  commodities, 
the  general  or  average  price  of  which  is  determined  1^  the  nlao 
between  the  supposed  quantity  of  the  whole  ^gr^^te  stock  and 
the  total  pnichase  taaA  of  the  community." 

23.  Thus  we  see  that  the  true  "Wages  ftuid"  is  not  the 
actnal  amount  of  specie  in  the  mannfacturers'  pocket  bnt  the 
price  which  the  consumers  pay  fo^  the  c(HnpIete  product.  And 
how  is  this  to  be  obtained  before  it  has  been  actually  received? 
By  means  of  Banking  Credits.     This  fl  the  precise  use  and 
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Amction  of  Banhs  which  imae  notes.  It  is  to  issne  notes  to  tana, 
this  "  Wages  firnd "  in  anticipation  of  the  prices  paid  by  the. 
oonsomeTB.  And  thns  we  see  the  gigantic  importance  of  a  solid 
banking  system  to  (he  labonring  clasBes.  It  multiplies  the  "  Wages 
Amd "  a  hundred  fold,  and  provides  continnone  employment  for 
them,  so  kng  as  there  is  a  prospect  of  a  demand  for  their  prodocta. 
And  now  may  he  seen  the  reason  why  we  took  so  much  pains 
to  expose  die  aelf-contradtctions  of  Mill  on  the  sabject  of  Credit 
in  a  previons  diapter.  Uill  says  that  wages  depend  on  the  ratio 
of  p(q>ii]ation  to  capital.  Bat  what  is  Capital?  Mill  sneers  at 
tiie  imbecility  of  those  who  say  that  Credit  is  capital.  And  yet 
he  himself  says ^— ''When  pq)er  em-rency  [i.  «.,  Credit]  is 
■applied,  as  in  onr  own  country,  by  bank^s  and  banking  com- 
panies, the  amount  is  ahuoet  whdly  turned  into  Pkoducjitb 
CAPriAL.  ...  A  banker's  profesaioii  being  that  of  a  money 
lender,  his  issue  of  notes  is  a  simple  extension  of  his  ordinary 
occupation.  He  lends  the  amount  to  formers,  manu&ctnren,  or 
dealers,  who  employ  it  in  their  several  businesses.  So  employed 
it  yields,  like  any  other  Capital,  nagee  of  labonr  and  profits  of 
stocks.  The  profit  is  shared  between  the  banker,  who  receives 
interest,  and  a  Bncceadon  of  borrowers,  mostly  for  short  periods, 
who,  after  paying  the  interest,  gain  a  profit  in  addition,  or  a 
convenience  equivalent  to  profit.  The  Capital  itself,  in  the  long 
nn,  becomes  entirely  w^es,  and  when  replaced  by  the  sale  of  tbe 
pRMlnce,  becomes  wages  agun :  thus  afifording  a  perpetual  fund 
tat  the  maintenance  of  prodnctivo  labour,  and  increasing  tb^ 
annual  inedoce  of  the  country  by  all  that  can  be  produced  through 
tiie  means  of  a  capital  of  that  value." 

And  anumg  many  other  passages  whidi  might  he  cited,  he  says' 
— "  Now  an  elkct  of  this  latter  character  naturally  attends  some 
extensions  of  Cbzdit,  especially  when  taking  place  in  the  form  of 
Bank  Notes,  or  other  instruments  of  exchange.  The  additional 
Bank  Notes  ore  in  ordinary  course  first  isaaed  to  producers  or 
dealers  to  be  employed  as  CAPrrAL." 

And  it  is  the  same  Mill  who  says  also,  sneering  at  the  confused 
notion  of  those  who  say  that  Credit  is  Capital — "  Credit  has  a 
great^  bnt  not  as  many  people  seem  to  suppose,  a  magical  power ; 
it  cannot  make  something  out  of  nothiug. .    Sotv  oflm  it  an 

»  fbid.,  B.  nU  A  S,  I.  ^  S^. 
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eximaion  of  CrtdU  talked  of  as  eguivalerU  to  a  erMtim  of  Gapilel, 
9r  atif  Credit  actually  were  GapUalU" 

Now  we  see  (Jiat  Mill  expressly  iDcludes  Bank  Notes  mtder  Q» 
title  of  Capital  and  as  part  of  the  "  Wages  fbnd" ;  but  he  aifa 
how  can  Credit  make  something  out  of  Kothing.  Now  we  ban 
shewn  that  the  Boman  jnriatB  expreaal;  class  Bigfata  as  Wealth ; 
Mill  aUoira  bank  notes,  mere  rights,  to  be  Capital.  Now  what  are 
these  Rights  created  oat  of  ?  Are  they  formed  .oat  of  primordial 
atoms?  And  what  do  our  readers  think  of  Mill's  wonderfbl 
logic? 

Mill  and  a  nnmber  of  writers  constantly  inculcate  Uie  dociriiK 
that  Capital  is  solely  the  accnmnlation  of  p<ul  labour,  and  cu 
(mly  incread^  by  abstinence,  and  tb^  call  profit  the  reward  of 
abstinence.  But  when  Banks  issue  Notes  in  anUcipation  of 
future  profits,  which  Mill  himself  says  are  prodactive  Capital,  bov 
are  these  notes  Uie  result  of  pott  laboar  and.  the  fruits  of  Baving! 
As  a  matter  of  fact,  the  profits  made  by  using  Credit  exceed  the 
profits  made  by  money  many  tbonsand  fold. 

34.  Thus  we  see  at  every  turn  in  Economics  the  indispensable 
necesfflty  of  first  establishing  clear  and  distinct  conceptions  and 
definitions  of  Wealth,  Capital,  Credit,  &c  We  see  in  modem 
commerce  the  efiect  of  the  Boman  definition — "  Under  the  tiHe 
of  Wealth  Biqhts  are  included " — ^which  we  shall  proceed  to 
develope  at  greater  length  in  the  next  chapter.  Modem  commme 
is  utterly  nnintelligible  unless  Credit  be  included  nnder  the  title 
of  Capital ;  and  we  see  how  utterly  impossible  it  is  to  restrict  the 
term  "  Wealth  "  to  material  objeds  only. 

Thus  the  faaA  employed  in  purchasing  Labour  consists,  like  the 
fimd  employed  in  pnrchasing  anything  else,  of  Money  and  Credit 
Mill  says  a  mui's  purchasing  power  consists  of  all  his  Money  and 
of  all  his  Credit ;  and  this  is  as  true  of  Labour  as  of  anytbinK 
else.  And  it  is  wholly  impossible  to  say  what  proportion  of  the 
"W^es  ftrnd"  consista  of  Money  and  what  of  Credit.  In 
Scotland,  certainly,  the  ratio  of  Credit  to  money  is  many  thotuuid 
fold;  and  in  fact  the  quantity  of  industry  paid  in  money  in  that 
coonbry  is  abeolotely  infioitesimal.  And  thus  we  see  verified  the 
saying  of  Daniel  Webster—"  Credit  has  done  more,  a  thoiwuid 
times,  to  enrich  nations  than  all  the  minea  of  all  the  world." 
NoUiing  can  shew  more  clearly  how  Credit  forms  the  leading  part 
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rf  the  "  W&ges  fnnd  "  than  the  state  of  a  ooontiy  after  a  great 
omnmerciitl  ooU^ise.  Hoadreda  of  thonsanda  of  labonrera  are 
thrown  ont  of  employmeDt  and  redaccd  to  destitution  in  the 
United  States  of  America  at  the  present  moment  in  oonseqaence 
(rf  the  great  oommercial  criBia  of  1878,  because  their  "  Wages 
ftind  "  has  oollapeed,  and  been  annihilated. 

SS.  Having  thna  ahown  that  Honey  and  Cre^t  are  the  fiind 
out  of  which  W^es  are  paid,  we  haTe  next  to  conaider  what 
circnmstaucefl  determine  the  amonnt  of  W^es. 

It  waa  long  stoutly  maintained  that  Wages  are  governed  hj  the 
price  of  food ;  and  tim,  indeed,  was  one  of  the  assertions  on 
which  the  Protectionist  system  which  fbrmerlj  prevailed  in  this 
amntry  was  based.  Brake  swd'— /'  The  squires  of  Noriblt  had 
dined  when  they  gave  it  as  their  c^inion  that  it  (Labour)  might 
or  ought  to  rise  or  Ml  with  the  market  of  provisions.  The  rate 
of  wages,  in  troth,  has  no  direct  relation  to  that  price.  Labonr  is 
a  commodity  like  every  other,  and  risee  or  fitlls  aceordii^  to  the 
demand.    This  is  in  the  natore  of  things." 

Kevertheleea,  Smith  says* — "  The  money  price  of  com  regnlates 
that  of  all  other  home-nuMie  commodities. 

"  It  r^nhttes  the  money  price  of  labonr,  which  must  alvays  be 
s&ch  as  to  enable  the  labourer  to  purchase  a  quantity  of  com 
Eofficient  to  maintain  him  and  his  femily.    .     .    . 

"  Bat  regulating  the  money  price  of  all  the  other  parts  of  the 
rude  produce  of  land,  it  regnktes  that  of  the  materials  of  almost 
bU  manidactnres.  By  regulating  the  money  price  of  labour,  it 
regnlates  that  of  nmnnfactnring  art  and  indnstij;  and  by 
regtdating  both,  it  regnlates  that  of  the  complete  manu&ctttre. 
The  money  price  of  labonr,  and  of  everything  that  is  the  produce 
either  of  land  or  labonr,  muat  necessarily  either  rise  or  M  in 
imroftion  to  the  money  price  of  com." 

^Qs  it  will  be  seen  that  Smith  explicitly  asserts  that  the 
inice  of  com  regulates  the  value  of  Labonr  and  of  all  other 
commodities. 

And  yet  the  same  Smith  iilflo  says' — "  The  wages  of  labonr  do 

not  in  Great  Britain  flactoato  with  the  price  of  proviBions(!) 

These  vary  everywhere  fWnn  year  to  year,  frequently  &om  month 

1  noufAtt  and  DetaOe  on  Bcartsity,   VoL  II.,  p.  348.    Aihi'«  Edit. 

•  Wtaiti  0/  Natum,  M.  II.,  dl.fi.  >  Ibid.,  B.  I.,  th.  I. 
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to  month.  Bnt  in  many  placai  the  monej  price  of  laboor 
remaiiie  unifonnly  the  nine  mnetimes  for  half  a  centui;  togetiter. 
.  .  .  The  high  price  of  prDTiaions  dnring  these  tea  years  fut 
(1766 — 1776)  has  not  in  many  parts  of  the  kingdom  beeo 
aooompanied  with  any  senaible  rise  in  the  mon^  price  of 
laboor.    .    .    . 

"  Ab  the  price  of  proviBiona  variea  more  from  year  to  year  Hud 
the  wages  of  labour,  ao,  on  the  other  hand,  the  wages  of  labonr 
Tai7  more  from  place  to  place.  The  prioes  of  Iffead  and  bntcho'i 
meat  are  generally  the  aame,  or  Tery  nearlythe  same,  through  the 
greater  part  of  the  United  Kingdom.  These  and  moat  other 
things  which  are  sold  by  retail,  the  way  in  which  the  laboniisg 
poor  buy  all  things,  are  generally  AUl  as  ohe^  or  cbeeper  in  great 
towns  than  in  the  remoter  parte  of  the  connbry,  tor  reasona  which 
I  sh^  have  to  explain  hereafter.  Bnt  the  wages  of  Uboor  m  a 
great  town  and  its  neighbourhood  are  frequently  a  fomth  <s  a 
fifth  pert,  twenty  or  twenty-five  per  cent,  higher  than  at  a  few 
miles  distance.  Eighteen  pence  a  day  may  be  reckoned  the 
common  price  of  laboor  in  London  and  ita  neighbourhood.  At  a 
few  miles  distAOoe  it  falls  to  fotirteen  and  fifteen  pence.  Tenpence 
may  be  reckoned  its  price  in  Edinbm^h  and  its  nei^boorhood. 
At  a  few  miles  distance  it  hlla  to  eightpence,  the  nsaal  price  of 
conmiOD  labour  through  the  greater  part  of  the  low  oonntTy  of 
Scotland,  where  it  varies  a  good  deal  less  than  in  England.    .    . 

"  The  variations  in  the  price  of  laboor  not  only  do  not  conw- 
pond  either  in  place  or  time  witb  those  in  the  price  of  proTiaons, 
but  they  art/requmtly  quite  oppotite  1 1 

"  Qrain,  tiie  food  of  the  common  people,  is  dearer  in  SooUand 
than  in  En^^d,  whence  ScoUand  receives  almost  every  year  veiy 
large  anppUes.  Bnt  English  com  must  be  sold  dearer  in  Scotland, 
the  Gonntiy  to  which  it  is  brought,  than  in  England,  the  oounti; 
from  which  it  comes ;  and  in  proportion  to  its  quality  it  cannot  be 
sold  dearer  in  Scotland  than  the  Scotch  com  that  comes  to  the 
same  market  in  competition  with  it.  The  quality  of  grain 
depends  chiefly  upon  the  qtiality  of  flour  or  meal  which  it  yields 
at  the  mill,  and  in  thia  respect  English  grain  ia  ao  much  Biq)erior 
to  the  Scotch,  that  though  often  dearer  in  appearance,  or  in 
pn^rtion  to  the  measure  of  its  bulk,  it  is  gei^rally  chet4)er  in 
leahty,  or  in  proportion  to  ita  quality,  or  even  to  the  measoie  of 
its  "weight.    The  price  of  labour,  on  the  contrary,  is  dearer  in 
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England  than  in  Scotland.  If  the  Ubonring  poor,  therefore,  can 
maintain  their  families  in  the  one  part  of  the  United  Kingdom, 
theij  most  be  in  afflnence  in  the  other.  Oatmeal,  indeed,  aupplien 
the  common  people  of  Scotland  with  the  greatest  and  the  beat 
part  of  their  food,  which  is  in  general  mnch  inferior  to  that  of 
their  neighbooTB  of  the  wune  rank  in  England.  This  different 
fmoevo'  m  tha  mode  of  their  tuititterKe  it  not  the  cause  but  the 
effect  of  the  difference  in  their  wages  s  thoogh,  b7  a  Btrange 
miaaf^rehenBion,  I  have  frequently  heard  it  represented  as  the 
eaoae.  It  is  not  beoanse  one  man  keeps  a  coach  while  his 
Deighboor  walks  a-foot,  that  the  one  is  rich  and  Hie  other  poor ; 
but  becanse  the  one  is  rich  he  keeps  a  coach,  and  becanee  the 
other  is  poor  be  walks  a-foot." 

{Saw,  who  has  more  dearly  exhibited  this  misapprehension 

than  Smith  himself,  as  we  have  shewn  in  the  precedii^  extracts  ?  } 

"  Dnring  the  course  of  the  last  centnrj,  taking  one  year  with 

another,  grain  was  dearer  in  both  parts  of  the  United  Kingdom 

Aan  daring  that  of  the  present Bnt  though  it  is 

certain  that  in  both  parts  of  the  United  Kingdom  grain  was 
somewhat  dearer  in  the  last  centaij  than  in  the  present,  it  is 
eqnaUy  certain  that  labonr  was  mnch  cheaper,  &c." 

Now  is  it  possible  to  have  a  more  flagrant  contradiction  than 
Smith's  doctrine  in  these  different  parts  of  his  work  ?  And  as 
we  hare  shewn  that  a  similar  contradiction  pervades  the  whole  of 
his  work  on  almost  every  point  in  Economics,  we  can  only  leave 
the  reader  to  jodge  of  the  worth  of  sach  a  book  as  a  scientific 
authority. 

26.  Ricardo  foUowa  in  exactly  the  same  strain > — "Labonr, 
like  all  things  which  are  purchased  and  sold,  and  which  may  be 
increased  or  diminished  in  quantity,  has  its  natural  and  it« 
market  price.  The  natoral  price  of  labour  is  that  price  which  is 
necessary  to  enable  the  laboorera  one  with  another  to  subsist  and 
pecpetnate  their  race,  without  either  increase  or  diminution." 
"The  natural  price  of  labonr  depends  on  the  price  of  food, 
necen^ea,  and  conveniences  required  for  the  support  of  the 
Isbooier  and  his  family.  With  a  rise  in  the  price  of  food 
*&d  necessaries,  the  natural  price  of  labour  will  rise ;  with  a 
bll  in  their  price  the  natural  price  of  labour  will  ML" — "  The 
■  iVineqitM  nf  FtiMad  Eanumg,  p.  06.    trd  E^. 
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market  price  of  labour  is  the  price  which  h  really  paid  fn  it, 
from  the  natnral  operation  of  the  pioportioD  of  ttie  eappij  to 
the  demand ;  labour  is  dear  when  it  is  scarce,  and  cheap  whoi  it 
is  ptentifol.  However  mnch  Qie  market  price  of  laJwaT  msj 
deviate  from  its  natural  standard,  it  has,  like  oommoditaea,  s 
tendency  to  conform  to  it."  A  little  examination  will  shew  bo« 
vagne  and  inaocnrate  the  ideas  in  these  sentences  are.  What  an 
the  natural  food,  necessaries,  and  oonveniences  of  a  laboars? 
The  standard  varies  in  every  oonntry.  Are  we  to  take  the 
wheaten  standard  of  England,  tiie  oaten  standard  of  Scotland,  or 
the  potatoe  standard  of  Ireland  ?  or  the  black  rye  bread  standud 
of  Pohind  7  Which  of  these  is  the  natwral  standard  ?  Wagn 
in  the  Wetit  Ridii^  of  Yorkshire  used  to  'be  14b.,  in  Dors^shin 
7s.  a  week — which  of  these  was  the  natural  standard  ?  A  Ut^e 
reflection  will  shew  that  the  idea  of  a  natural  standard  is  a  men 
chimera.  The  same  principle  determines  ttie  rat«  of  wages  in 
each  of  these  cases ;  it  is  the  proportion  exieting  between  o^tal, 
^nployment,  and  labonreiB  in  each  locality.  What  made  wages 
BO  low  in  Ireland  and  Dorsetshire  F  The  abnndance  of  labonren 
and  the  acarcity  of  capital  and  employment.  What  made  wsga 
BO  high  in  Yorkshire  F  The  abundance  of  capital  and  ern^- 
meat  and  the  scarcity  of  labonrers.  If  any  caose  prodnces  > 
change  in  the  relative  proportion  of  these  three  elements,  a  change 
in  the  rat«  of  wages  necessarily  resnlts.  Since  the  femioe  and 
emigration  have  reUeved  Ireland  of  tJie  saperabimdance  irf 
labourers,  wages  have  risen  greatly.  Emigration  baa  prodaoed 
the  same  effects  in  Dorsetshire,  and  if  tlie  same  proportjons  w 
now  exist  between  these  three  elements  be  preserved,  the  ordinary 
rate  of  wages  will  continne  as  at  present.  We  see,  then,  Uie 
extreme  inaccuracy  of  speaking  of  the  natnra]  price  of  laboar. 
What  Ricardo  means  by  the  natnral  price  is  nothing  more 
than  the  usual  market  price,  which  has  been  produced  by  a  long- 
coutinned  steadiness  in  the  proportions  between  tiie  elements  of 
wages,  bat  if  any  cauaea  change  that  proportion,  the  c»dinsiy 
market  price  changes  with  it.  Hence,  we  see  that  the  relation  of 
supply  and  demand  is  the  sole  rule  Ijiat  governs  wages. 

27.  It  will  be  seen  that  Bicardo's  views  on  the  subject  ti 
labom*  are  influenced  by  exactly  the  same  error,  which  is  tJie 
fundamental  defect  of  his  doctrine  of  Value,  namely,  an  inversira 
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of  canae  and  effect  It  is  per&ctly  matufeet  that  it  is  not  the 
price  of  food  which  regolates  wages,  bnt  the  wages  received  which 
i&dicate  the  most  expensive  food  which  the  labourer  can  afford  to 
bay.  Wages  in  England  have  not  risen  because  the  laboorero 
eat  wlieaten  bread  instead  of  rye  bread  aa  formeriy,  bnt  they  eat 
wheaten  bread  becattse  their  wi^es  enable  th»n  to  do  bo.  The 
wages  in  Ireland  were  not  so  low  because  the  people  eat  potatoea, 
but  the  miserable  peaaantry  were  driven  to  feed  apon  potatoes 
becanse  their  wages  were  so  low  ;  because  there  were  so  many 
labonreis  and  so  littJe  employment.  So  the  people  in  Scotland  eat 
oatmed  porridge  and  oatcakes  becaose  their  wages  were  not 
snffident  to  allow  them  to  eat  wheaten  bread.  Jnst  for  the 
same  reason  in  the  northern  districts  they  used  to  wear  kilts 
because  they  were  too  poor  to  wear  better  clothes.  Bat  since  they 
have  faectmie  better  off  they  dress  like  their  sonthem  brethren, 
and  they  eat  wheaten  bread  to  a  very  much  greater  extent  than 
tbtmeiiy.  And  bo  it  is  on  the  continent  of  Europe.  The  pet^le 
in  a  great  many  of  the  continental  countries  live  so  badly  because 
their  wages  are  so  low.  There  are  so  many  people,  and  there  is, 
ctonparatively  speaking,  eo  little  employment.  Nothing  can  she^ 
more  dearly  the  error  of  the  idea  that  the  price  of  food  regulates 
wages  than,  on  the  one  hand,  the  case  of  the  United  States  of 
America;  and  Canada,  where  food  is  extremely  cheap  and  wages 
extremely  hi^  What  is  the  reason  of  this  ?  It  is  that  food  is 
very  abundant  and  labour  very  ecarce.  It  is  nothing  bnt  the 
mpply  and  demand  of  each  article.  On  the  other  hand,  we  may 
take  as  a  reverse  case,  the  example  of  the  unfortunate  needlewomen 
of  London  and  other  cities  of  western  Eorope.  Gamier  remarks^ 
exactiy  the  same  thing  of  the  needlewomen  of  Paris.  "  A  Paris, 
par  eiemple,  tont  le  travaiUe  d'aigoille  eat  tomb^  k  un  taux 
iiBDffisant  poor  fair  vivre  celles  qui  n'ont  pas  d'autre  reasource." 
And  Dr.  Mayer  says  that  at  Lille,  the  workwomen  who  make  the 
lace  gala  &om  Id.  to  l^d.  a  day,  working  16  hours.  And 
pt^nlatiou  has  increased  so  much  compared  to  employment)  that 
those  who  could  gmn  two  or  three  francs  a  day  30  years  t^^o,  in 
1845  could  gain  only  one  franc,  and  those  the  most  fiivonred.  At 
llie  other  extremity  of  the  world,  we  may  take  China  as  an 
eumpte  of  (he  same  truth.  Travellers  give  us  accounts  of  the 
disguBting  garbage  which  the  poorer  Chinese  will  eat :  now,  the 
>  EUmai*  ^EwwmU  JV>Ut}«c,  p.  401. 
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rate  of  wages  tiiere  does  not  depend  npoa  what  ihej  eat,  bat  &ej 
are  driven  to  eat  that  abomination  because  Uie  remuneration  for 
labonr  is  low.  And  this  is  on  acconnt  of  the  prodigious  nnmben 
of  liie  people. 

28.  The  law  of  supfriy  and  demand,  then,  holds  nnivereally 
with  regard  to  wages.  An  exceanTe  increaae  of  the  people  forces 
down  wagra  by  an  iDevitable  law  of  nature,  and  as  tiieir  oombas 
increase  faster  than  en^loyment,  Uieir  wages  must  pK^resstTelj 
diminish,  and  their  comfort  and  scale  of  linng  become  rapid); 
deteriorated.  Nothing  could  save  the  scale  of  living  of  the  pooter 
classes  of  this  conntrjr  f^m  deicending  to  the  leTel  of  the  Iridi, 
OF  the  Chinese,  if  (heir  nondjers  went  on  increasing  without  > 
corresponding  increase  of  employment.  It  is  not  unusual  to  hear 
perBone  of  benevolence,  who  see  (he  shocking  misery  wMdi  even 
now  prevaibi  among  so  many  in  this  country,  exclaim  Uiat  em- 
ployers ought  to  pay  higher  wages.  Bui  all  such  ideas  are 
visionary.  There  is  only  one  effectual  mode  of  relief,  and  (hat  is 
to  dinunish  their  nombers,  by  providing  outlets  ftv  the  soper- 
abmidant  hands,  tmtjl  the  diminntion  of  their  numbera  may  again 
raise  their  w^ee,  so  that  they  can  find  constant  emplc^ment,  at 
wages  which  will  enable  them  to  live  in  comforL 

29.  It  is  no  mere  specidative  ti{muon  that  a  general  and  kng- 
continued  low  price  of  com  is  not  only  not  necesBarily  accompanied 
by  a  low  rate  of  wages,  bnt  most  probably  by  ttie  very  revene. 
The  most  remarkable  continnanca  of  generally  fine  seasons  and 
abundance  of  com  ever  known  occnrred  in  tiie  last  century.  For 
Hie  extraordinary  period  of  sisty-five  years,  from  1701  to  1765, 
there  was,  with  ,a  tew  excepbions,  a  continued  series  of  plentiftd 
harvests.  The  average  price  of  com  for  that  period  was  16  per 
cent,  less  than  the  averse  price  for  the  preceding  centuiy ;  bnt, 
aotwithstanding  that,  the  price  of  labour  rose  greatly  during  the 
same  period,  and,  what  was  least  ia  be  expected,  offrkuitural  laboir 
nss  16  per  cent.  Tooke  says' — "  The  feet,  indeed,  of  a  rise  of 
money  wages  in  this  country,  coinddently  with  a  foil  in  the  price 
of  com  during  the  long  interval  in  qnestion,  rests  on  nnqnestion- 
able  authorities;"  and,  says  Smitt — "In  Great  Britain  the 
leal  recompense  of  labour,  it  has  ^ready  been  shewn,  Uie  real 

'  ffuMry  of  Prmt,  Vol  I.,  p.  66. 
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qoaotities  of  the  neceflaariee  Euid  coaTeniencee  of  lif^  which  are 
gireii  to  the  labourer,  has  increaaed  considerably  daring  the  coDrae 
of  the  preaeot  centnij  (i.  e.,  the  18th).  The  rifle  iu  its  money 
price  seenu  to  have  been  the  effect,  not  of  any  diminution  in  the 
ntae  of  alrer  in  the  general  market  of  Europe,  hot  of  a  rise  in 
tiie  real  jwice  of  labour  in  the  particnlar  mu^t  of  Great  Britain, 
owing  to  the  peculiarly  happy  circmnatances  of  the  country ;"  and 
"  The  money  price  of  labour  in  Great  Britain  has  indeed  risen 
daring  tiie  course  of  the  present  century.  This,  however,  seems 
to  be  the  effect,  not  so  much  of  any  diminution  in  the  value  of 
alver  in  the  Earopean  market,  as  of  an  mcreaw  in  the  demand  for 
bibour  %n  Great  Srilam  ariamgjrom  the  great  and  aUnosl  unweraal 
protperitjf  of  the  eouatry."^  In  the  latter  part  of  the  century,  the 
price  of  wheat  rose  enonnoosly  in  couBeqaenoe  of  a  long  sacoeasioa 
of  bad  harreats,  but  there  was  no  correBpondiog  rise  in  wages. 

SO.  It  is  no  donbt  trae  that  there  is  a  limit  below  which  the 
wages  of  labour  cannot  &11  for  any  permanent  time,  and  whidi  u 
determined  by  the  price  of  food,  but  this  only  relates  to  the  very 
k>w€et,  rudest,  and  meet  anskilled  epedea  of  labour,  and  even  that 
limit  has  h^pily  never  yet  been  reached  in  England,  becauae  it 
depends  upon  Uie  lowest,  cheapest,  and  wotst  kind  of  food 
capable  of  supporting  man.  The  poorest  labourer  in  England 
has  now  wheaten  bread  to  eat,  sudi  as  prt^bly,  in  the  Mec^vd 
AgcB,  for  which  there  has  been  lately  such  a  ridiculous  enthusiaem, 
a  nobleman  could  not  obtain.  If  such  bread  as  ia  nsnally  con- 
nuned  in  many  a  nobleman'a  house  on  the  continent  were  given  to 
tiie  inmates  of  an  English  workhouse,  it  would  iu&llibly  caose  a 
riot.  The  lowest  class  of  labourers  have  fortunately  never  been 
reduced  to  such  a  point  continuously,  though  it  may  sometimes 
happen  tiiat  when  work  is  scarce,  they  can  earn  very  httle, 
and  then  they  may  be  driven  to  receive  reUef  &om  pubho  <^ 
private  charity,  which  takes  them  out  of  the  operation  of  the  law 
of  supply  and  demand.  It  is  also  universally  observed  that  when 
the  price  of  bread  rises  very  high,  the  wages  of  the  lowest  class  of 
Ubonrera  never  rise  in  any  like  proportion.  The  way  of  raising  the 
wages  of  labour,  then,  is  not  by  raising  the  price  of  fix>d,  but  by 
diminishing  the  number  of  competitws  for  it,  for  it  is  the 
number  of  competitors  compared  with  the  quantity  of  work  to  be 
■   WtttUA  o/ NatioHi,  B.  I.,  A.  IL 
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done,  that  influences  the  price  of  laboar,  and  not  the  variation  in 
the  price  of  food. 

SI.  J.  B.  Say  has  alao  remarked  the  eiTOneoasnees  of  the 
doctrine  that  the  price  ai  food  regnlatefl  wagra' — "  Experience 
also  oontradicta  another  aBsertion  of  Ricariki's.  He  eajs  6at 
while  tbe  price  of  laboar  regulates  the  Tahie  of  product  it  ii 
the  price  <^  prori§ions  of  fint  neceanty  (in  Eon^e,  for  ezan^le, 
com)  which  regulates  the  price  of  labonr,  and  that  a  rise  in  the 
price  of  com  diminiehee  the  rate  of  profit  and  nuaes  wagei. 
Well,  I  am  informed  \>j  the  principal  mannActnr««  tUT  Englaad 
and  France  eepeciall}'  Mil.  Temanz  and  Soto,  who  have  milb  at 
Liege,  Loarien),  Sedan,  Beitns,  and  Paris,  it  is  eiactl;  the  aaatnij 
which  hff^na.  When  com  becomes  dearer  wages  go  down. 
Thia  resnlt  is  not  accidental ;  the  suae  caoae  ia  always  followed 
by  the  same  efiiect;  and  the  effect  lasts  as  long  as  the  caine. 
The  explanation  is  not  difficolt;  when  com  is  Teiy  high,  the 
htbonring  classea  are  obliged  to  devote  to  pmicl^ng  gnin 
a  part  of  their  wages  which  they  would  tmve  emfdoyed  in 
superior  clothing,  or  rent,  or  fiimitUTe,  or  more  snccnlNit  and 
rarioiiB  food :  in  a  word,  they  reduce  all  their  consumption ;  aid 
the  want  of  consumptioD  reduced  the  reqnired  quantity  of  nearij 
all  other  prodncts.  Hence  the  reduction  of  the  demand  knras 
pn£te  of  all  sorts  m  weQ  of  maeten  as  workmen." 

In  fact,  the  doctrine  that  the  price  of  food  regulates  wages  is  to 
utterly  scouted  by  ereiy  person  of  practical  knowledge  that  we 
should  not  have  said  so  much  abont  it  if  Ricardo  had  not  slill 
some  believerS)  and  his  works  are  still  reanmneoded  by  official 
sanction  in  the  Universities  and  the  Ciril  Serrice.  We  shall  say 
Bomediing  more  on  this  point  further  on. 

SS.  The  greater  part  of  Smith's  chapter  on  "Wages  and 
Profits  in  different  employments,"*  is  a  carioaB  example  of  the 
same  inversion  of  cause  and  effect,  and  a  consideration  of  the 
phenomena  detailed  in  it,  will  afibrd  a  further  indication  of  lite 
truth  of  the  preceding  principles.  He  says  that  there  ore  fin 
principal  circumstances  which  make  up  for  a  small  pecuniary  gain 
in  some  employment,  and  counter-balance  a  great  one  in  others  :— 

1  (Earra  divatti.  p.  378. 
>  Wtalii  (/  yatimu,  B.  I.,  A.  10. 
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''• 

1.  The  agTeeableneBS  or  diBagreeableneffi  o^  tihe  employments 
tlieniselree.  "V, 

2.  The  eaainess  and  cfaeapaeBB,  or  the  difficnlt^^d  eiqiense, 
of  learning  them.  '  , 

5.  The  constancy  or  inconstuvy  of  employment  in  t^m. 

4.  The  small  or  great  tmst  which  mnst  be  reposed  in  those 
who  exercise  them. 

6.  The  probalxlity  or  improbability  of  BOCceBS  in  them. 
TheK  considerations  ot  Bmitii  have  been  rery  generally  approved 
ot,  and  hare  acquired  some  oe^brity ;  yet  it  is  qnite  easy  to  show 
&at  they  we  are  reducible  to  the  general  law  we  hare  arriTod  at, 
and  &»b  in  some  of  them  Smith  has  most  manifestly  inverted 
csnse  and  effect 

When  he  says  that  the  wages  (^  the  most  i^reeable  trades  are 
Vmtx  than  the  disagreeable  ones,  the  reason  is  very  plain. 
Persons  in  general  prefer  the  more  agreeable  trades,  consequently 
theie  are  more  competitors  for  employment  in  them ;  bnt  there  is 
also  a  neoesBity  for  disagreeable  trades  as  weD,  and  higher  wagee 
in  them  mnst  be  oflbred  to  tempt  worbnen  to  embark  in  them. 
These  caoses  are  maniflestly  to  be  referred  to  the  law  of  simply 
ssd  demand,  tiie  rarions  degrees  of  desirability  of  the  different 
tiades  being  merely  the  circnmstances  which  Inflnenoe  the 
telation  of  snpp^  and  dmoand. 

33.  In  tlie  seocmd  place  Smith  has  most  mamfcetly  inverted 
caose  and  efi^ct,  and  his  ideas  are  pervaded  with  Uie  rascal  enot 
tX  his  system.  After  ennmerating  severe  species  of  bosiness,  he 
njB— "  Edacation  in  the  ingenions  arte,  and  in  the  Uberal 
profeaabog,  is  still  more  tedious  and  expensive.  The  pecuiiaiy 
recompense,  &ereforei  of  painters  and  sculptors,  of  lawyeia  and 
.  phydcians,  ought  to  be  much  more  libera],  and  it  is  so  accord- 
ingly." A  very  slight  considerataon  wiU  shew  that  it  is  exactly 
the  reverse  of  Miat  Smitli  says.  The  rewards  of  lawyers,  doctois, 
&c.,  are  not  Mgh  because  their  education  is  expensive,  bat  they 
expend  much  on  edocatiou  because  the  rewards  are  high.  There 
u  no  bettOT  example  of  the  tmtii  of  the  principle  we  are  con- 
tending for,  and  of  the  &llacy  of  the  one  we  are  cconbating,  than 
^ese  cases.  There  is,  prolMbly,  no  difference  whatever  in  the 
expense  of  the  education  of  the  most  able,  and  &t  least  able,  doctor 
or  lawyer ;  but  there  is  a  prodigious  difference  in  the  result,  owing 
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chiefly  to  tiie  diffe£«neee  in  the  innate  capadties  of  men,  and  tbo 
soooese  or  the  iMntraiy  will  in  general  depend  npon  the  qnalifica- 
Ciom  of  eatdi'man ;  Uie  qoallty  of  the  reBolt,  and  not  i^Kui  the 
ooet  of  its  prodnction.  We  shall,  however,  concader  these  mm 
fully  nntier  the  last  case. 

M.  The  third  case  is  also  manifeed;  redncible  to  the  law  of 
gnpply  and  demand,  jnat  as  the  first  is,  b^anae  men  natnTally  seek 
for  constant  emploTment  rather  than  precarious  emploTmeo^ 
ooDBeqnently  iboy  will  crowd  into  one  more  than  into  the  otka. 
And  the  employen  in  the  trade  in  which  work  is  leas  constant 
most  necessarilj  gire  higher  wages  than  those  in  which  it  is  more 
constant,  to  attract  persons  to  it.  Exactly  in  the  same  waj,  in 
places  of  trust,  the  qoalitiea  which  fit  persons  fi>r  snch  emi^?- 
mentfl  are  comparatiTely  rare,  and  nnleas  a  high  price  be  o^re^ 
it  is  not  likely  that  Uie  employers  will  find  a  statable  perstm. 

85.  The  last  cause  which,  according  to  Bmith,  infinenov 
the  wages  of  labonr  is  the  probability  or  improbability  of  sacoes 
in  the  eiiq>loyment.  In  consideriiig  this  case,  this  celebrated 
asthor  hss  suffered  himself  to  be  led  away  by  one  of  the  nxKt 
curious  instances  of  misanology  anywhere  to  be  met  with. 
People  speak  fignratiTely  of  life  being  a  "  lottery,"  and  of  the 
uncertainty  of  success  in  it.  Smith,  seizing  npon  tlie  word 
iottery,  has  been  led  away  into  a  most  cnriooB  fan<7,  whidi  has 
also  deceived  stHne  Uter  writers.  "The  probabihty  that  any 
particnlar  person  shall  ever  be  qualified  for  the  employment  to 
which  he  is  edocated,  is  very  different  in  different  occnpationa. 
In  the  greater  part  of  the  mechanic  trades  success  is  abnort 
certain,  but  very  nncertain  in  the  liberal  prof^ons.  Put  your 
«on  apprentice  to  a  shoemaker,  there  is  little  donbt  of  his  learning 
to  TOiks  a  pair  of  shoes ;  bnt  send  him  to  study  the  law,  it  ia  rt 
least  twenty  to  one  if  he  ever  makes  sndi  proficiency  as  viS 
enable  him  to  live  by  the  bnsinea}.  In  a  perfectly  fair  hitteiy, 
those  who  draw  the  prizes  onght  to  gain  all  that  is  lost  by  those 
vho  draw  the  blanks.  In  a  profession  where  twenty  &il  for  one 
-who  encceeds,  that  one  oogbt  to  gain  all  diat  shonld  have  bem 
gained  by  the  nnsncceeeftil  twenty.  The  coonseUor-.at-law,  who 
perhaps  at  near  forty  years  of  age,  begins  to  make  something  bj 
his  profession,  ought  to  receive  the  retribution,  not  only  of  his 
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own  80  tedioiu  and  espenrnve  edtustion,  bnt  that  of  more  than 
twenty  otben  who  are  never  likely  to  make  anything  of  It.  How 
extoaTagant  so  ever  the  fees  of  connsellon-at-law  may  Aomedmes 
appear,  their  real  retribntioQ  is  nerer  equal  to  this.  Compate  in 
any  putlcnlar  place  what  ie  likely  to  be  annually  gained,  and 
what  is  likely  to  be  anniia%  spent  by  all  ttie  different  workmen 
m  any  common  trade,  snch  as  that  of  Bhoemakera  or  weaTere,  and 
;oD  will  find  that  the  former  snm  will  generally  exceed  the  latter ; 
bat  make  the  same  compntation  with  regud  to  all  the  coimsellorB 
and  students  of  law  in  tdl  the  dlfiferent  inns  of  cottrt,  and  yon  will 
find  that  their  annoal  gains  bear  bnt  a  very  small  proportion  to 
their  annnal  expenses,  erren  thongh  yon  rate  the  former  as  high 
and  the  latter  as  low  as  can  well  be  (tone.  The  lottery  of  the  law 
ig,  therefore,  Tsay  fer  fhan  being  a  perfectly  fair  lottery,  and 
that,  as  weU  as  many  other  liberal  and  honorable  professions,  is, 
in  point  of  peconiaiy  gain,  evidently  under-recompensed." 

36.  Ko  one  who  really  exanunes  the  foregoing  ideas  can  &il 
to  see  their  ntter  incongruity.  In  a  lottery  the  chancee  of  each 
indiridnal  who  ventures  in  it  are  abeolotely  equal ;  no  personal 
qualification  can  inflnenoe  his  chance  in  any  way  whatever ;  the 
greatest  simpleton  may  draw  the  greatest  prize,  the  wisest  man 
may  draw  a  blank.  In  many  cases  it  may  certainly  be  predicated 
of  an  individoal  who  adopts  a  profession,  whetJier  he  will  succeed 
or  M,  and  snccees  in  all  cases  is  tiie  result  of  personal  qnalifica- 
tioiB.  In  a  lottery  it  is  perfectly  well  known  that  only  a  certain 
number  can  by  any  possibility  ancceed,  and  all  the  rest  mist  neces- 
»rily  M.  In  a  profession  it  is  quite  a  matter  of  possibility  thab 
an  may  attain  success,  and  it  is  also  a  matter  of  possibility  that 
none  may  attain  success  sufficient  to  enaUe  ttiem  to  hve.  To 
eatry  out  Smith's  analogy,  we  nught  jnst  as  well  say  that  poetry  i» 
a  lottery,  and  that  the  smn  paid  to  the  good  poets  should  recom- 
pense ail  the  waste  a£  time  by  the  bad  poets. 

S7.  It  is  quite  evident  that  the  fees  of  counsel  are  comply  ex-^ 
■mples  of  the  law  of  supply  and  demand.  Nothing  can  be  more 
iiToiuouB  than  the  idea  ^t  the  fees  are  high,  because  the  educa- 
tion is  high.  The  truth  is,  that  people  spend  much  nM>n«7  upon  a 
professional  education  beeaute  the  rewards  are  so  high  ;  and  the 
"rords  are  so  high  because  they  are  of  so  great  importance  to 
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mankind,  and  becanse  great  skill  in  them  is  com^aiaiivalj  rare. 
The  fees  of  a  Fotlett,  or  a  Dmming,  or  a  Bcott,  were  not  so  hi^ 
becanse  there  were  bo  many  Mr.  BrlefleaBes,  bnt  simply  because 
the  talenta  of  a  Follett,  or  a  Dmming,  or  a  Soott,  were  bo  rare  and 
BO  important.  If  their  taleata  bad  become  more  general^  the  re- 
wards of  their  labour  would  hare  diminished.  It  is  exactly  the 
eame  law  in  the  other  professions  alliided  to.  It  is  the  hi^  re- 
wards that  may  be  won  in  Uiem,  that  attracte  high  tfdent  into 
Uiem,  and  it  is  for  the  sake  of  these  high  rewards  that  men  undergo 
a  long,  tedioQB,  and  expensiTe  education,  and  oonrse  of  labour. 
Exactly  as  the  Roman  tribmie  said — "Eo  mpm£  labormt  ae 
periculum    .    .    .    fw^na  prmMaproporumtm;"^ 

88.  It  is,  then,  the  nrnTersBl  law  of  Economics — ^That  pec^le 
bestow  much  labonr  or  expense  in  producing  commoditiee  because 
th^  expect  that  others  will  give  a  high  price  for  them.  It  may  be 
a  reason  for  ashing  a  high  price,  that  they  have  bestowed  mnch 
labour,  bat  that  is  no  leaeon  why  others  wiU  give  it  In  many 
cases  it  is  perfectly  well  known  that  the  public  will  give  a  certain 
price  and  no  more  for  an  article,  and  the  problem  is  to  prodnce 
ihe  article  for  the  price. 

89.  We  must  also  be  on  our  guard  e^inst  admitting  • 
spedouB  form  of  espreadou  whioh  J.  B.  Say  usee, — "Thus, 
without  examioing  yet,  why  olive  oil  is  worth  80  boub  a  poood 
at  Marseilles,  and  40  sons  at  Paris,  I  say  that  he  who  sends  it  tram 
MarseilleB  to  Paris,  addg  10  boob  to  the  value  of  each  pound  <^  oiL'* 
*' Products  succesaiTely  increase  their  valne  in  paasiug  thiwi{^ 
the  hands  of  their  difierent  producers."*  It  is  nevw  the  pio* 
dnoers  that  confer  value,  but  the  oonsnmere ;  it  is  eadi  sncceasiTe 
consumer  that  confera  the  value.  If  it  were  the  co^  of  trans- 
port that  added  to  its  value,  it  would  necessarily  follow  that  to 
send  it  back  again  from  Puis  to  Marseilles  woold  BtQl  fbitiier 
add  to  ita  value,  and  to  send  it  bactwu^  and  forwards  twenty 
timea  ought  to  add  twenty  dmes  the  cost  to  its  value.  The  tmlh 
manifastly  is  that  people  incur  the  cost  of  transport  because  the/ 
expect  that  the  difference  of  the  value  between  the  two  places 
will  repay  ttie  cost ;  but  no  cost  of  transport  can  really  add  to  its 

■  Ucy,  IF.,  ss. 
>  IVuiU  tSsotwmU  Mitigae,  f.  101.    Skt,  OaiOaamin.      ■  Hid.,  p.  tal. 
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nhie.  Thus,  a  Libmy  or  Hnseun  ma;  be  brought  op  to  London 
troni  the  oonntr;  for  sale,  bnt  the  expenses  of  the  transport  do 
not  add  to  the  valoe  of  the  books,  bat  the;  are  brought  np  to 
LiH^tHi  becanae  it  is  expected  tiiat'their  higher  valm  in  London 
mQ  r^iay  the  coat  of  bringing  them  there. 

40.  To  exonpliiy,  and  BtHl  ftartber  enforce  the  traUi  of  our 
fcrmnla,  we  ma;  take  the  caae  of  diamonds  and  other  predooa 
stoitts.  Their  Talne  depends  entirely  upon  their  rarity,  and  the 
extreme  deeire  of  rich  persons  to  posseas  (hem,  and  has  no 
a{)^)Teci8ble  relation  to  the  labonr  of  finding  them.  Th^  have 
acquired  a  certain  eetamation  in  the  eyes  of  men  for  certain 
leesona,  and  they  are  scarce,  and  it  flatters  the  pride  of  men  to  be 
the  possessors  of  rare  articles.  The  finding  of  diamonds  is  a 
great  hasard,  and  they  ore  only  faaaA  in  a  fev  places,  and  of 
certain  moL  If  a  fbw  persons  were  to  be  bo  ibrtonate  aa  to 
digoorer  s  tew  bnndreds  of  diamonds  of  large  size,  their  value 
would  be  immensely 'diminished  all  OTer  the  world ;  nor  wonld  it 
be  poodble  to  asdgD  what  proportion  the  labour  of  piodnckig 
them  would  bear  to  their  price.  On  the  other  hand,  were  a 
million  of  men  to  devote  UiemselTes  to  search  fbr  them,  and  if 
th^  seazched  in  run,  and  found  none,  that  drcuuBtance  wonld 
not  hare  the  smallest  effect  in  raising  the  value  of  a  single 
diamond.  So  that  the  real  truth  is,  that  men  are  willing  to 
derote  themselves  to  search  for  diamonds  because  they  are  of 
gi«at  Talne  when  found.  A  diamond  ia  not  valuable  because  a 
great  deal  of  labour  has  been  bestowed  on  finding  it,  but  a  man 
searches  fiv  diamonds  because,  though  he  may  only  find  one  at 
rare  intervals,  the  value  of  it  when  found  is  so  great  that  it  will 
repay  him  for  a  long  course  of  nnsnccessfitl  labour.  Thos,  also, 
peada  are  not  dear  becanae  so  many  fishermen  seek  for  them,  bnt 
■0  many  fishermen  labonr  to  find  them  becanse  they  are  highly 
esteemed,  and  rich  peojde  are  willing  to  pay  high  prices  for  the 
pleaEiire  of  poeseesing  than.  Hence,  we  may  say  that  it  is  true 
of  diamonds  and  pearls,  and  all  that  class  of  products,  that  a 
gnat  deal  of  labonr  is  bestowed  on  producing  them  because  a  high 
price  is  given  for  them,  and  that  it  is  a  mistake  to  say  that  a 
h^  price  is  given  for  them  becanse  a  great  deal  of  kbonr  is 
htttoved  on  prodocing  themt  Sidney  Smith  was  in  a  fever  of 
uuiety  to  sell  some  jewels  he  had,  to  set  up  house,  lest  manldnd 
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ghonld  awake  from  their  folly,  and  refose  to  bi^  these  gUttering 
baubles.  No  ezamplee  can  be  tekeii  better  than  UieBe  to  shew  the 
total  want  of  any  neoeeaory  relation  between  lalxntr  and  valm. 

41.  An  attentive  consideration  of  this  last  example  is  of  tbs 
ntmoBt  importance,  and  is  of  nnirersal  ^iplication  in  Economics. 
We  observe  th^  Uie  guaUtj/  of  liie  diamond  is  not  ia  any  way 
affected  by  tlie  qnanti^  of  labour  bestowed  on  finding  it.  A 
diamond  dT  t^e  first  water  may  be  fonnd  after  a  search  <^  five 
minntes ;  a  search  of  as  many  days,  montha,  or  years,  ma;  only 
be  rewarded  by  finding  a  very  inferior  one.  Bat  yet  the  result  d 
the  lesser  amount  of  labour  may  be  fai  more  valuable  than  the 
result  of  the  great«r  smounL  This  is  a  universal  truth  in 
Eoouomics.  In  all  cases  it  is  the  remit,  and  that  only,  which  ia 
looked  to,  wholly  independent  of  the  labour  by  which  it  hm  been 
arrived  at. 

42.  Bic^o  has  brought  forward  in  8t4>port  of  his  ftmda- 
mental  principle,  that  coat  of  production  regulates  valoe,  an 
artdde  that  deserves  to  be  examined.  He  says' — "Qold  and 
Silver,  like  all  other  commodities,  are  valuable  only  in  proportion 
to  the  quantity  of  labour  necessary  to  produce  ttiem  and  bring 
them  to  market.  Gold  is  about  fifteen  times  dearer  than  aiyer, 
not  because  there  is  a  greater  denumd  fiir  it,  nor  because  Om 
supply  of  stiver  iejijtem  tones  greater  than  that  of  gold,  but  teUji 
beeaute  fifteen  timet  the  quantity  of  labour  w  nteestan/  to  produce  a 
given  gucmtity  of  iL"  Such  an  assertion  as  that  it  is  fifteen  times 
more  expensive  to  obtain  gold  than  silver  carries  its  own  refuta- 
tion on  the  very  face  of  it,  and  is  jnet  one  of  those  tests  which, 
being  iDconsistent  with  a  known  truth,  proves  the  follat^  of  the 
whole  of  Bicardo's  argoment.  A  gold  mine  is  not  more  oosdy  or 
laborious  to  work  than  a  lead,  or  tin,  or  copper  mine.  But  it  ia  > 
much  tawcer  metal  than  any  of  the  otliers,  and  it  is  extaremel; 
useful  for  certain  purposes.  It  is  not  the  greater  amount  of  labonr 
bestowed  upon  producing  gold  that  gives  it  its  greater  c(»npara- 
tive  value  to  silver,  but  its  greater  ctmiparative  scarcity  to  that 
metal.  So  fiir  from  its  being  true,  as  Bicardo  says,  that  Uie 
supply  of  silver  is  not  fif  een  times  as  Urge  as  that  of  gold,  the 
fact  is  that  nntU  the  diso^very  of  California  and  Australia,  the 

>  FUtie^Ut  ef  MUieat  Economf  ond  TKcation,  p.  431. 
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aip^  of  silTer  was  forty  timeB  as  great  as  that  of  gold.^  The 
reaeoa  why,  when  it  vaa  foitj-  times  more  abnudant^  it  was  onl; 
fifteea  times  lees  valuable  than  gold,  will  be  shewn  a  litUe  farther 
on.  Now,  this  is  esactl;  what  Bacon  calls  a  eniciat  mttance ;  and 
is  absohitel;  decisire  of  the  merits  of  Bicardo's  ^atem.  Accord- 
iog  to  his  doctrine,  the  only  reason  why  gold  could  be  fifteea 
timeB  niore  valuable  than  silTer  would  be  that  it  was  fifteea  timei 
more  expensiTe  to  produce  it.  But  this  is  known  to  be  a  iallacf , 
and  is  decisive  of  the  Mlacy  of  the  system  built  upon  such 
doctrines.  If  gold  vese  as  abnnd&nt  as  silver,  it  would  be  much 
more  convenient  to  have  silver  coins  than  gold  ones,  as  an  equal 
quantity  of  silver  would  be  much  lifter  and  more  oonrenieiit  to 
carry  tiian  the  same  quantity  of  gold.  It  is,  in  fact,  the  peculiar 
qualities  which  render  gold  so  [isefiil  as  a  currency  that  give  it  the 
greater  portion  of  its  value. 

iS.  The  different  value  of  hooses  according  to  the  locality  in 
which  they  are  bnilt  well  exemplifies  how  greatly  more  surround- 
ing cinnunstAOcee  influence  the  valae  of  an  article  than  the  cost 
<tf  its  prodnction.  It  would  not  cost  more  to  build  a  house  or  a 
range  of  offices  in  the  heart  of  the  City  of  London,  opposite  the 
Bank  of  England  or  the  Exchange,  than  in  the  most  unfrequented 
■aburl),  but  of  what  different  values  they  would  he  1  Now,  it  is 
dear  that  the  greatly  augmented  valne  ctf  the  building  in  Hie 
Ci^  would  be  ahnoet  entirely  due  to  the  great  demand  for  offices 
in  Aat  locality,  and  would  have  no  reference  to  the  cost  of  its 
prodndjon.  Nay,  so  much  is  value  afi^cted  by  external  circmn- 
Btances,  that  a  honse  or  a  shop  will  be  for  more  valnable  on  one 
nde  of  a  street  than  od  the  other,  as  it  may  be  more  fashionable 
or  smmy,  or  iJie  reverse.  So  apparency  minute  are  the  dr- 
CDinstances  that  cause  great  difierenees  in  value.  Again,  an 
lutexpected  change  in  the  foshion,  which  is  merely  another  name 
fiir  the  demand  suddenly  ceasing,  .'cansee  the  most  violent  de- 
preadon  in  the  value  of  tiM  most  expensive  articles.  A  few  yean 
ago  a  species  of  carriage  called  chariots  were  the  most  lashionable 
1^  taj — now  there  are  very  f^w  remuning,  and  a  good  chariot 
which  in  former  times  would  have  cost  several  hundred  pounds, 
voold  not  now  fetdi  more  than  a  few  ponnds,  the  mere  value  of 
the  wood  and  iron,  beeauae  they  have  been  superseded  by  more 

■  MeOaHoch'*  Covmtrtui  DietiiMartI-    ^rt. :  Prtaou4  MetaU. 
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oonTenient  formB  of  curiages.  These  examples  kfb  Baffident  to 
shew  how  erroDeoiu  it  ia  to  think  that  &.e  valae  or  price  of  in 
article  can  be  controlled  by  ita  coet  of  production. 

44.  The  TBine  of  pictnrefl,  ecnlptnre,  and  all  objects  of  art  ia 
BO  entirely  allowed  by  ike  advocates  of  the  law  ttf  cost  of  pn>- 
docdon  rogalating  value,  to  be  an  ezoeptim  or  contradiction  to 
that  law,  that  we  need  not  fVirther  allnde  to  them  tlian  to  renuA 
that  they  are  examples  of  the  law  of  supply  and  demand,  and  aie 
univeis^y  allowed  to  be  sa 

4K.  Many  railway  oompaniee,  in  regulating  their  feree,  have 
acted  upon  an  ems-  analogotu  to  the  doctrine  that  the  cost  of 
|m>diictioa  r^nhites  price.  It  used  to  be  not  an  unaHumon 
argument  for  keeping  up  fates  very  M^,  that  the  cost  o(  making 
the  railway  was  very  high,  toA  then/art  the  Eares  must  be  high. 
The  two  things  have  no  r^ation  whatever.  The  object  should  be 
■>  to  i^:nlato  the  bres  as  to  produce  the  greatest  amount  of 
reveniie  possible.  The  c(»npanies  should  have  calculated  before 
making  tihe  railway  the  amount  of  revenue  they  could  probably 
obtfun,  which  would  determine  the  value  of  the  railway  when 
made,  and  then  the  coet  of  making  the  railway,  and  if  the 
revenue  would  pay  the  interest  of  the  money  expended  in 
making  the  railway,  then  they  should  make  it,  oliienrise  not. 

46.  It  is  quite  easy  to  shew  tliat  the  value  of  an  article  may 
diminish,  as  the  coet  of  its  production  increases.  Let  ue  take  the 
example  of  a  ship,  as  that  will  illuBtrate  this  principle  ae  well  as 
any  <^er.  The  value  of  a  ahip  at  any  given  time  (omitting  the 
question  of  how  long  she  may  last)  is  measured  by  the  amonnt  of 
freight  she  can  earn.  If  the  demand  for  ships  ,1>e  great  and  tJie 
number  of  them  few,  the  value  of  shipping  will,  of  course,  be 
high ;  but  if  the  number  of  ships  be  increaaed,  while  the  demand 
for  them  remains  the  same,  the  value  of  each  will  be  diminished. 
Now,  if  the  value  of  ships  be  high,  it  will  naturally  cause  a 
greater  number  to  be  built,  whidi  will  stimulate  industry  in  that 
trade,  and  certainly  cause  an  advance  in  ahipwrights'  wages, 
Thus,  the  coat  of  production  of  each  ship  will  be  increased, 
while  each  new  ship  that  is  built  will  d'tniniah  the  value  of  the 
whole ;  and  the  niate  that  are  built  will  BtUl  ftarther  di'"''''''h  (heir 
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TEilne,  till  at  laBt  the  valae  of  each  will  diminish  bo  mnch  that  it 
will  scarcely  exceed  the  coet  of  prodnction,  and  then  they  ^will 
cease  to  be  bnilt.  If  the  demand  varies  as  well  as  the  Bnpply ,  it 
is  quite  easy  to  diBCOver  what  it«  effects  most  be  according  as  itn 
rate  of  intTeaee  is  greater,  equal  to,  or  less  than  the  supply. 

47.  The  ftindamental  fUIaey  of  the  doctrine,  that  the  cost  of 
production  regulates  Talne,  ia  that  it  wholly  omita  to  take  into 
considentEioii  the  effect  that  an  esceas  of  qnantity  has  in  de- 
prasing  the  market.  If  producers  of  articles  had  always  a  full 
knowledge  of  the  snpply  that  would  be  required,  and-  reflrained 
tnaa  throwing  more  on  the  market  than  could  be  taken  off  at  a 
remnneratiTe  price,  that  doctrine  might  appear  more  specions. 
But  all  commerce  is  full  of  overtrading,  and  if  commodities  are 
thrown  upon  the  market,  there  is  no  limit  to  the  depression  of 
price  tiiey  may  undergo,  whatever  may  be  their  cost  of  production. 
When  this  is  the  case,  the  article  coaflca  to  be  produced  until  the 
eicessire  snpply  is  worked  off,  and  the  price  has  risen  on  account 
of  the  increased  proportion  of  demand  over  supply.  As  soon  as 
the  enhanced  price  caused  by  the  limitation  of  the  supply,  and  by 
that  only,  makes  it  profitable  to  produce,  production  will  be  re- 
Bnmed.  If  the  price  continues  to  rise,  prodnction  will  be  still 
fbrCher  stimulated,  and  capital  will  be  attracted  into  that  branch 
of  bnsinesH,  until  the  increased  proportion  of  supply  compared  to 
the  demand  agnin  causes  the  price  to  fall.  But  in  all  these  cases 
it  i«  the  rise  or  fall  in  the  price  that  attracts  or  repels  capital,  and 
rot  the  emplo}TQcnt  of  capital  that  regulates  the  price.  The  idea 
that  cost  of  production  regulates  value  proceeds  upon  the  sup- 
position that  the  individual  can  control  the  market,  whereas  in  all 
ordinary  cases  it  is  the  market  that  controls  the  individual.  In 
those  exceptional  cases  where  a  single  individual  has  such  power 
over  the  production  of  any  article  as  to  be  able  sensibly  to 
inflnence  Uie  market,  he  can  of  course  raise  the  profits  of  that 
article  tar  above  the  nsual  commercial  profits,  simply  &om  his 
power  of  keeping  competitors  out  of  his  line  of  business. 

48.  These  considerations  are  sufficient  to  shew  the  fallacy  of 
the  doctrine,  that  it  is  the  cost  of  production  which  regulates  price 
or  value.  On  the  contrary,  it  ia  generally  the  value  an  article  is 
expected  to  have,  when  produced,  that  causes  it  to  be  produced. 
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The  difference  between  the  cost  of  its  prodaction  and  its  Talne 
a  called  the  pro/it,  and  the  conrae  of  a  pmdent  man  would 
be,  fitst  to  (slonlate  the  coBt  of  prodactioo  of  the  article,  then  to 
oonBider  what  would  be  its  probable  valoe  when  produced,  and  if 
the  difference  between  the  two,  or  the  profit,  is  sufficient  to  make 
it  worUi  his  while  to  prodnce  it,  he  will  do  bo,  if  not,  he  Bhonld 
fary  to  discover  some  more  profitable  operation.  If  the  vatne  (tf 
the  article  when  produced  is  only  eqnal  to,  or  less  than,  the  cost  (^ 
pTodnctioa,  be  must  sell  at  a  loee,  and  repeated  operations  of  this 
nature  will  end  by  rnining  him.  The  history  of  all  commerce  is 
bnt  too  ftdl  of  examples  of  the  value  of  articles  falling  below 
their  cost  of  prodnction,  and  of  mercantile  enterprises  whi(h 
never  pay  their  expenses.  There  is  bnt  one  way  in  which  a 
prodncer  can  govern  price  by  the  cost  of  prodnction,  and  that  is 
when  he  can  obtain  a  command  over  the  supply,  and  limit  it 
artificially,  and  not  prodnce  more  than  the  public  can  be  made  to 
buy  at  a  particular  price.  The  Dutch  acted  upon  this  prindpb 
when  they  conquered  the  Spice  Islands  in  the  Eastern  Archipelaga 
With  ooutemptible  selfishness,  they  cut  down  three-fourths  of  the 
spice-bearing  trees,  and  so  artifiGially  enhanced  the  value  of  the 
remainder.  It  is  also  said  that  there  is  but  one  mine  in  ED^knd 
which  produces  plumbago,  or  black  lead  for  pencils,  and  this 
being  in  the  hands  of  one  proprietor,  he  carefolly  limits  its  aunnal 
produce  to  force  up  its  price  in  the  markeL 

49.  Nothing  can  be  more  incorrect  in  a  scientific  point  of 
view  than  the  Ricardian  doctrine  that  the  price  of  ft>od  regulate* 
the  Wages  of  Labour,  and  that  Cost  of  Productiou,  which  munly 
consists  of  Wages  of  Labour  accordii^  to  him,  regulates  valne. 
This  is  manifestly  reasoning  in  a  vicious  circle:  because  what 
regulates  the  price  of  food  according  to  Ricardo  F  Quantity  of 
Labour.  Hence  Ricardo  says  that  the  Qoautity  of  LfJionr 
r^olates  the  price  of  fixid,  and  tiien  that  the  price  of  food 
regulates  the  price  of  Ijabour.  Can  there  be  a  more  strikiog 
instance  of  reasoning  in  a  vicious  circle  ?  So  fitr  is  it  ttom  txhe 
true  that  a  rise  in  the  price  of  food  causes  a  rise  in  the  rate  of 
wages,  that  the  effect  is  generally  the  reverse,  and  a  rise  in  the 
price  of  food  depreeses  wages.  When  the  community  at  lai^  hai 
to  pay  an  enhanced  price  for  their  food,  which  is  an  article  of 
prime  necessity,  they  have  less  to  qiere  fot  clothing  and  other 
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goods.  These  being  leas  eonght  after  will  diminiBh  in  value, 
amaeqiieiitly  as  the  maQnfactorer  cannot  get  bo  mncb  for  hia 
goodg,  he  muBt  either  diminiBh  the  coat  of  tbeir  production,  or 
ceue  to  prodnee.  He  mnat  eitiier  force  down  wages,  or  ahnt  up 
hiB  milk  Bo  that  the  necesaary  result  of  a  considerable  riee  in 
fte  price  of  food  ia  a  fall  in  wages.  That  this  is  the  case  in 
mannfactnring  districte  is  too  uotoriooB  to  be  disputed.  Now,  the 
wages  of  labour  in  this  case  depend  endrely  upon  the  relative 
necradties  of  the  workmen  and  the  employers,  and  their  relative 
power  over  each  other.  The  workmen  will  of  course  resist  a  fall 
in  vagea  as  long,  as  they  can,  hat  if  the  maater  cannot  reduce 
them  to  a  certain  rate,  he  cannot  repay  himself  for  hia  outlay,  so 
that  if  the  workmen  refose  to  work  for  those  wages  he  most  shut 
np  his  mill ;  but  if  the  workmen  cannot  find  employment,  they 
tnnst  starve,  bo  they  must  at  last  consent  to  the  master's  terms. 
On  the  other  hand,  when  there  is  a  good  sale  for  the  master's 
products,  be  is  anxions  to  supply  this  demand  and  realize 
proSte,  and  the  workmen  soon  find  this  ont  and  refuse  to  work 
noless  for  higher  wages ;  bat  in  thiB  case  there  is  also  a  Umit 
which  the  master  cannot  go  beyond,  and  there  he  takes  hia  stand 
as  before,  and  the  workmen  must  yield.  It  sometimes  happens 
that  the  workmen  are  so  mi^nided  as  to  think  that  by  increasing 
the  price  of  their  labour  they  can  force  up  the  market  valne  of  the 
article,  which  erroneous  idea  has  given  rise  to  a  great  munbcr  of 
nnhappy  proceedings,  so  well  known  as  "strikes,"  in  the  mannfac- 
taring  districts.  These  strikes  have  repeatedly  happened,  both 
when  trades  have  been  in  a  state  of  great  depression,  as  well  as 
when  they  were  prosperous;  in  the  former  case,  when  the  masters 
fbimd  it  necessary  to  reduce  wages,  the  men  combined  to  resist 
the  reduction ;  in  the  latter  case,  when  the  men  combined  to  raise 
liieir  wi^;e8,  and  the  masters  resisted  them,  so  that  the  men 
sbvck  to  ccanpel  the  masters  to  yield.  From  these  examples,  as 
well  as  others  which  will  be  adduced,  it  will  be  seen  that,  instead 
of  ttie  cost  of  prodactiou  regulating  the  value  of  an  article,  it  is 
frequently  its  valne  which  determines  the  cost  of  production. 

50.  Hence,  we  see  tiiat  wages,  or  the  price  of  labour,  are 
determined  by  the  valne  of  the  service  at  the  time  it  is  rendered. 
If  there  is  a  great  demand  for  goods,  there  is  a  great  demand  for 
men  to  make  them,  and  every  master  who  has  orders  to  execute  is 
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anzioas  to  enga^  men  to  enable  him  to  do  so,  and  the  ineTit&ble 
conaequence  of  this  is  to  give  the  men  a  greater  power  over  their 
employers,  and  enable  them  to  ralBe  their  demands,  and  the  masters 
can  well  uQbrd  to  do  so,  becanse  thongh  by  the  rise  of  wages  thdt 
profits  npoD  each  individnal  transaetion  may  be  diminished,  yet, 
from  the  greater  Qtunber  of  operations,  their  profite  are  iHcremed 
npon  the  whole.  On  the  contrary,  when  the  demand  for  goods 
Ms  off,  and  the  quantity  of  work  to  be  done  is  diminished,  there 
are  eo  many  workmen  to  do  it,  that  each  is  anxious  to  seoue  > 
share  of  it  for  himself,  and  then  the  power  of  the  maatcrs  in- 
creases orer  the  men,  and  they  arc  enabled  to  reduce  wages,  nay, 
they  mast  do  so  in  Belf-preBervation,  because  the  number  of  their 
operations  being  reduced,  the  profit  on  each  must  be  increased,  to 
enable  them  to  live.  Now,  when  is  it  that  the  demand  for  goods 
increases  ?  Common  sense  and  universal  experience  reply,  when 
the  price  of  food  is  low,  for  then  the  people  are  able  to  indulge  in 
other  luxuries,  and  give  a  spur  to  labour.  On  the  contrary,  when 
food  is  high  they  have  less  to  spare  ttom  food,  which  ie  an 
absolute  necessity  to  them,  and  they  must  curtail  their  expendi- 
ture on  other  articles,  bo  that  there  is  leas  demand  for  labour,  and, 
in  the  natural  order  of  things,  the  price  of  it  falls  because  the 
power  of  the  labourers  is  diminished.  The  history  of  prices  ia 
this  country  will  be  found  to  confirm  the  buth  of  these  observa' 
tions  {  never  was  the  price  of  labour  so  high  as  when  food  was 
cheap ;  on  the  contrary,  as  food  rose  the  price  of  labour  felt.  These 
flnctnatious  in  wages,  produced  by  causes  which  were  ill  noder- 
Btood,  alanucd  and  imtated  the  workmen,  and  opened  an 
unfortonato  field  for  a  number  of  designing  knaves  to  prej 
upon  their  ignorance  and  misery. 

51.  It  ia  not  surprising  that  ignorant  and  nninstmcted  work* 
meu  should  fall  into  this  mistake,  when  we  see  persons  of  madi 
bettor  education  commit  precisely  the  same  error.  The  fhnda- 
mental  error  which  brought  about  so  many  of  these  unh^p; 
strikes  wee,  what  has  been  said  by  persons  of  repute,  that  the  cost 
of  prodnction  of  an  article  regidates  its  price.  Many  of  these 
strikes  were  nothing  mwe  than  the  attempt  to  carry  out  to  their 
practical  and  lexical  conclusions  the  doctrines  which  emineoL 
political  economists  had  enouciated  with  applause.  The  workmen 
thought  that  by  combining  to  raise  the  price  of  their  labour  they 
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ooQJd  force  np  the  price  of  the  article.  But  these  proceedings 
haTe  nsaaUj'  ended  in  ftuluie  and  disaeter  to  their  anthorfi,  for 
they  Delected  to  take  into  their  calcnlatiou  the  aecesBity  the 
poblic  bad  for  the  article,  and  their  means  of  supplying  them- 
selres  with  it  elsewhere,  which  are  essentinl  cicmcnts  in  deter- 
mining the  price. 

52.  Innumerable  instances  of  the  tmth  of  these  doctrines  will 
present  themselTcs  to  every  one  practically  acqnainled  with  com- 
merce. A  striking  one  ie  giTen  by  an  American  writer' — "  The 
ooet  of  transport  has  fixed  year  after  year  the  limit  of  agricnlture. 
Translated  into  miles  of  railroad,  it  has'  been  the  radins  that  has 
described  the  charmed  circle  within  which  grain  growing  would 
pay ;  fir  the  pries  of  grain  at  Liverpool  fixet  U»  price  at  amj  point 
m  tiU»  eoimlry.  The  fanner  sella  hia  wheat  for  the  Liverpool 
price,  less  the  oost  of  transport  to  LiTerpool.  As  tliat  cost  in* 
creaaes,  his  profit  decreases.  When  it  reaches  a  certain  point  hia 
profit  is  nil,  and  he  most  stop  producing." 

80  an  able  writer  in  a  daily  paper,  speaking  of  strikes,  says^ — 
"  Where  is  the  remedy  ?  Mainly  in  the  increase  of  knowledge. 
Only  the  other  day  the  landed  gentry  of  England  were  relying  on 
Protection ;  it  is  not  so  very  surprising,  therefore,  if  working  men 
ahonld  still  hope  for  prosperity  throngh  laws  which  really  impede 
their  own  edncation  and  cramp  the  pn^ees  of  their  crafts.  Bnt 
we  believe  that  the  Icsbodb  taught  by  nnsnccesaful  strikes  are  at 
length  sinking  deep  into  the  minds  of  the  (qwratives.  The 
fiiilnre  of  the  great  Preston  strike  of  18M  was  an  experience  for 
the  men  of  Lancashire  which  they  never  forgot.  As  one  of  their 
leaders  md  sa  years  afterwards :  '  We  now  observe  the  current 
prices  of  the  trade ;  u'Aen  they  increase,  we  demcmd  a  rise  of  wages  ; 
and  onr  masters,  recognising  the  reason  of  the  thing,  at  once  give 
US  the  advance.'  This  very  principle  was  a  short  time  since 
admirably  carried  into  practice  in  Staffordshire.  The  ironmasters 
announced  a  reduction  of  wages,  and  the  millmen  and  flimacemen 
of  West  Bromwich  assembled  together,  talked  over  the  situation, 
and  a  fidl  discussion  ended  in  passing  the  following  resolution; — 
'  That  this  meeting,  aflcr  due  deliberation,  and  taking  into  con- 
sideration the  state  of  the  trade  and  the  price  of  iron,  cannot  in 

I  A.  B.  Mamn.  fbrlmghU;!  Revum,  Sept.,  1874. 
)  rtailg  TrItffmjA,  Jan.  33.  1S66. 


tzsd  by  Google 


150  PBINCIPLBS  OF  BCONOMICS.  Chap.XIIL 

justice  to  their  emplojen  and  in  hoQonr  to  themselves,  do  other 
wise  than  accept  the  reduction  as  propoeed,  and  are  willing  lo 
commence  work  when  their  employers  need  their  services.'  Tfaiu 
all  danger  of  an  indastrial  war  on  this  occaaon  is  averted,  and  the 
calmneae,  wisdom,  and  proper  feeling  here  shewn  coostitnte  an 
excellent  example  to  the  working  classes  throi^houl  the  land.  IF 
all  operatives  would  clearly  recognise,  as  these  West  Bromwicfa 
men  have  done,  that  Ihe  wages  ihey  can  get  depend  on  the  slate  ^ 
trade  and  the  price  of  ihe  commodilies  Uieg  help  to  produce,  obstinate 
and  unsncccaaful  Etrikes  would  soon  belong  to  the  history  of  the 
past." 

Another  strikuig  instance  of  this  principle  may  be  mentione<L 
In  1872  and  1873  the  price  (tf  coal  rose  enormously,  to  the  dismay 
of  every  householder  in  the  oonntry.  Daring  this  period,  also, 
repeated  rises  in  (he  wages  of  the  colliers  were  announced.  The 
public  are  never  Tery  nice  in  observing  the  order  td"  sodi  events, 
and  many  persons  thought  that  (he  long  prophesied  failure  <tf 
onr  coal  supplies  had  come  at  last,  and  that  the  increased  price  of 
the  coal  was  due  to  the  inovased  cost  of  obtaining  it.  The 
complaints  of  the  public  were  so  loud  that  a  Committee  of  the 
House  of  Commons  was  appointed  to  investigate  the  subject 
They  instituted  a  searching  inquiry  into  the  whde  facts  of  the 
case,  and  they  clearly  shewed  that  the  enormous  rise  was  due  to 
the  immense  demand  for  iron :  every  ton  of  pig  iron  requiring 
tliree  tons  of  coal,  aud  every  ton  of  rolled  iron  requiring  sii 
tons  of  coal.  The  Committee  said  that  they  were  "satisfied 
that  the  prices  of  coal  which  prevailed  several  years  before  Ihe 
present  rise  conunenced  were  so  low  that  they  did  not  afford  a 
reasonable  profit  to  the  owners  of  collieries  in  general,  nor  such 
remuneration  as  the  workmen  might,  with  regard  to  the  hazardoos 
nature  of  the  labour,  reasonably  expect." 

The  witnessea  examined  by  the  Committee  were  nnanimotn 
that  it  was  the  high  price  of  coal  that  caused  the  workmen  (o 
demand  higher  wages,  and  not  the  reverse.  Mr.  Baker  said— 
"  The  iron  trade  has,  generally  speaking,  owing  to  its  large  coo- 
sumption,  ruled  the  price  of  coal  and  wages  too."  Mr.  Wardell 
eaid — "  Wages  have  advanced  in  proportiou  to  the  price  of  coal." 
Mr.  Dickinson  said  that — "  Coal  has  been  selling  at  an  unprece- 
dentcdly  high  price  of  late,  and  the  consequence  has  been  Ihat 
wages  have  been  similarly  high."    Mr.  Macdonald  said  that—"  In 
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every  case  in  Scotlnnd,  the  rise  in  the  price  of  coal  preceded  the 
riBe  in  the  rate  c^  vagte.  The  workmen  followed  the  employers' 
demand  npoa  the  pnbhc  with  a  demand  for  an  advance  of  wages. 
The  adTtmce  of  price  was  announced  in  the  papers,  and  always 
[receded  the  demand  of  Uie  men.  In  one  case  where  the  men 
were  satiKSed  that  the  rise  in  the  price  of  coal  was  injnrions  to  the 
mannfiutnriiig  interests  of  the  conntiy,  they  agreed  not  to  press 
tiidr  demand  for  wages,  if  the  employere  wonld  take  off  the  last 
advance  of  price."  Mr.  Halliday  desoibed  the  saccesaive  rises  in 
the  price  of  coal  which  were  followed  by  a  rise  in  wages.  He 
taid  that  the  custom  from  his  yonth  npwards  bad  been  that  the 
men  should  have  a  rise  cf  2d.  for  every  lOd.  rise  in  the  price  of 
coal :  which  cnsbHn  however  had  not  been  strictly  followed  in  the 
iate  rise.  In  1869  wages  were  8b.  6d.  to  3s.  9d.  a  day.  In 
1871  they  got  an  advance  of  2d.  per  ton,  in  consequence  of 
the  rise  in  coaL  In  November,  1871,  coat  advanced  lOd.,  and 
the  men  got  id.  In  January,  1872,  oosl  rose  lOd.,  and  the  men 
got  Id.  In  May  coal  rose  another  lOd.,  and  the  men  got  nothing. 
In  Jane  ooal  rose  Is.  3d.,  and  the  men  got  2d.  In  July  ooal  rose 
21.  6d.,  and  the  men  got  Sd.  In  September  coal  rose  fis.,  and  the 
men  got  3d.  In  December  coal  rose  Ss.  4d.,  and  l^e  men  got  2d. 
In  foct,  he  said  the  rise  in  the  workmen's  wages  had  not  kept 
pace  widi  the  increased  price  of  coal  by  a  considerable  amount. 

The  Beport  says — "  It  is  clearly  shewn  that  the  real  order  of 
temtt  has  been  the  rise  it  the  price  of  fron,  the  rite  Kt  the 
price  of  axd,  and  the  rise  m  the  rate  of  wages.  The  increased 
payment  p^  ton  for  labonr  employed  in  gettai^  the  coal 
cannot,  Ihierefore,  be  considered  as  the  primary  cause  of  the 
large  iiUTease  in  the  price  of  coal;  a  rise  in  wages  followed 
npon,  ratiier  than  preceded,  a  rise  in  the  price  of  coaL"  Since 
then  the  great  commercial  collapse  has  taken  place  iu  America, 
to  which  a  very  large  portion  of  the  iron  was  sent  for  rail- 
road purposes,  and  which  was  in  great  part  brought  on  by  the 
eicesdve  conBtruction  of  railroads.  Prices  have  every  where  gone 
down  i  iron  and  ooal  have  nearly  receded  to  their  former  level ; 
and  as  the  necessary  consequence,  wages  have  been  enormously 
reduced  thronghoat  the  whole  mining  districte,  thoi^h  neithw 
o>al  nor  wages  have  hitherto  fallen  to  their  prices  before  1872. 

8o  completely  was  the  fallacy  of  the  doctrine  that  cost  of 
pTodnctdon,  or  Uie  price  of  labour,  regulates  value  nndetstood  in 
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the  mining  disbicts  that  more  than  30  years  ago  ThornycroA 
eBtablished  a  system  ia  the  iron  trade  by  which  wages  are  paid  in 
proportion  to  price ;  thongh  it  is  alleged  that  a  feelinfr  against 
this  system  has  recently  risen  among  the  men. 

This  system,  howerer,  has  foand  favonr  among  onr  antipodeai 
fellow-citizens.  It  is  said  in  the  Times,  Jaly  Slst,  1874 — "Ii 
view  of  the  difficulties  that  surround  the  labour  qnestion  at  home, 
I  think  it  desirable  to  call  attention  to  oae  mode  of  settling 
affairs  of  this  sort  adopted  by  the  coal  miners  at  Newcastle,  to  the 
north  of  Sydney.  A  demonBtratlun  signalising  the  settlement  wis 
held  lately.  The  chairman  of  the  miners'  association  took  tbe 
opportunity  to  annonnce  the  terms  of  agreement  accepted  by  the 
managers  and  miners,  which  were  as  follows : — '  First,  that  tbe 
roiuimnm  rate  of  wages  payable  for  hewing  and  all  other  vtui 
OBually  performed  by  miners  at  each  of  the  above-named  collieries, 
shall  be  the  rates  corrent  thereat  prior  to  the  23rd  day  July,  1872, 
when  the  selling  price  of  soond,  or  best  coal,  was  8b.  per  ton, 
and  of  small  coal  3b.  6d.  per  ton.  Second,  that  subject  to  the 
above  limit,  the  wages  payable  at  each  of  the  above  collieries  foi 
hewii^  and  all  other  work  usually  performed  by  the  miners  thaS 
be  regulated  by  the  price  of  coal,  and  rise  and  fall  with  it."  Many 
other  rules  were  laid  down  for  adjusting  the  details  of  Uiii 
scheme:  and  submitting  all  disputes  which  might  arise  to  arbibs- 
tion,  and  then  the  correspondent  concludes — "  On  concluding  tbe 
above,  the  chairman  announced  to  coal  buyers  in  Victwia,  Soutfa 
Aostralia,  New  Zealand,  Hong  Kong,  Batavia,  and  India,  that 
no  hindrance  in  future  would  exist  tJirough  strikes  to  the  supply 
of  ships;  the  commercial  miltenniam  of  the  port  had  arrived: 
strikes  and  lock-outs  were  things  of  the  past.  Various  minen 
addressed  the  meeting  in  the  same  happy  and  asBoring  strain." 

Let  us  hope  that  these  happy  anticipations  will  be  verified.  At 
oil  events,  these  instances  are  sufficient  to  prove  the  tmtJi  of  tiie 
principle  we  have  been  endeavouring  to  enforce,  that  it  is  just  as 
oflien  the  Price  of  an  artdcle  that  governs  its  cost  of  production  m 
the  reverse.  And  here  we  must  stop  ^  every  one  who  attends  to 
these  discQBsions  most  see  its  truth  verified  daily.  Volumes 
might  be  written  to  veri^  it,  as  might  be  the  case  with  every  one 
of  the  points  discussed  in  this  chapter.  What  we  have  said  is 
simply  enough  to  prove  the  general  principle. 
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On  the  Dmsios  op  Labour. 


53.  We  now  come  to  the  prindple  of  the  Divwios  op  Labour, 
which  has  acquired  great  celebrity  Irom  Smith  having  made  it  the 
cunmencement  of  the  Wealth  of  Nations.  Several  writeni,  cer- 
tainly, had  observed  it  before  him ;  but  no  one  had  brought  it 
bto  dtat  prominence  which  it  really  deserves  as  the  most  powerftil 
method  of  increasing  the  quantity  of  prodnce,  befbre  the  use  of 
machiit^.  And  its  consequences  and  applicationB  reach  a  great 
deal  forther  than  even  Smith  himself  ever  perceived. 

An  eminent  Economist,  Wakefield,  has  taken  exception  to  the 
eiprassioQ  Dwieion  of  Labour,  as  involving  a  ftindamental  mis- 
coDcqttion.  He  says  that,  notwithstanding  the  popnlarity  of 
Smith's  first  chapter,  it  is  not  only  vet;  deficient,  bat  also  fhll  of 
enw.' 

"  The  use  of  the  same  term  in  di^rent  senses,  or  of  different 
teima  in  the  same  sense,  is  primS  facie  evidence  that  a  writer  is 
Dot  thorongbly  acquainted  with  his  subject.  Both  kinds  of  over- 
ught  occnr  ft^nently  in  this  chapter.  To  explain  them  would  be 
more  easy  than  it  is,  if,  as  I  have  ventured  to  say  in  the  preface, 
the  meaning  of  the  commonest  terms  used  in  treating  of  Political 
Gconomy  were  not  still  unsettled. 

"No  one  will  deny,  however,  that  there  is  a  wide  difference 
between  an  operation,  work,  or  business  which  is  performed  by 
labour,  and  the  labour  which  performs  it.  The  mnscDlar  exertion 
by  which  a  honse  is  built  is  not  the  same  Uiing  as  the  operation  of 
building  a  house ;  the  operation  of  making  a  pin  is  something 
entirely  distinct  ftom  the  muscular  exertion  by  which  the  pin  is 
made.  These  different  things  are  over  and  over  again  confounded 
by  Adam  Smith.  To  establish  this  position,  it  will  be  sufficient  to 
mark  a  number  of  instances  in  which  he  expresses  by  some  other 
term  than  "  division  of  labour  "  what  he  generally  employs  that 
term  to  express ; — 

" '  The  important  buemets  of  making  a  pin  is,  tn  this  manner, 
divided  into  abont  eighteen  distinct  operations,' 

" '  The  separation  of  different  trades  and  employments  from  one 
another.' 

" '  How  many  di^'ereut  trades  are  employed  [pursued]  in  each 
branch  of  the  linen  and  woollen  mauuiactures.' 

'  JWe  to  hi*  edition  0/  Wtallk  of  Jfattcia. 
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" '  So  complete  a  Bcpamtion  of  one  hainess  from  another.' 

" '  It  ie  impoBfiible  to  eeparate  so  entirely  the  buevuss  of  tlw 
grazier  from,  that  of  the  ctHu  fanner  as  the  trade  of  the  carpenter 
is  commonly  separated  from  that  of  the  smith.' 

" '  Philosophy  or  speculation  becomes,  like  erety  other  e^ihf- 
mml,  the  principal  or  sole  trade  or  occupation  of  a  particular  clan 
of  citizens.  Like  every  other  employment,  too,  it  is  sabdivided 
into  a  great  number  of  different  branches.' 

" '  The  subdivision  of  employment  in  philosophy,  as  well  as  is 
eveiy  other  bwimie,  improTea  dexterity  and  saves  time.' 

« In  all  these  instances,  and  not  a  few  more,  diviffion  is  said  to 
take  i^ace,  not,  as  the  writer  says  elsewhere,  in  the  labour  whidi 
performs  operations,  but  in  the  operations  which  are  performed  I7 
labour.  The  impropriety  of  using  terms  so  dissimilar  to  expn« 
the  same  meaning  is  obvious  enough ;  bnt  this  is  not  a  diqmle 
about  terms  merely,  as  will  be  seen  by  the  following  cnriooa 
remarks ;  canons,  that  is,  as  appearing  in  a  treatise  os  the 
dipieionoi  labour: — 

" '  Observe  the  accommodation  of  the  most  cmmnon  artifice 
or  day-labourer  in  a  civilized  and  thriving  country,  and  yon  will 
perceive  that  the  number  of  pcoph  of  whose  industry  a  part, 
though  but  a  small  port,  has  been  employed  in  procuring  him 
accommodation,  exceeds  all  comjntlaium.  The  woollen  coat,  fir 
example,  which  covers  the  day-labourer,  as  ooarae  and  rough  as  it 
may  appear,  is  the  produce  of  the  joint  labour  of  a  great  muld- 
tnde  of  workmen.  .  .  .  Without  the  asraatance  and  cthopmilim 
of  many  tfunaandt,  the  very  meanest  person  in  a  civilized  cooi^ 
could  not  be  provided,  even  according  to,  what  we  very  bteely 
imagine,  the  easy  and  simple  manner  in  which  be  is  conuoon^ 
accommodated.' 

"  Here  then  labour  is  said  to  be  united,  as  in  foct  it  is,  whenever 
employments  are  divided.  Nature  has  divided  labour  into  alible 
pairs  of  hands.  The  greatest  diriBion  of  labour  takes  place  tnufog 
those  exceedingly  barbarous  savages  who  never  help  each  other, 
who  work  separately  from  each  other ;  and  division  of  enqdoj- 
menta,  with  all  its  great  results,  depend  altogether  on  combmataon 
of  labour,  or  co-operation.  Such  important  consequences  spring 
from  this  principle,  tiiat  it  deserves  the  most  ample  illustration. 

" '  Suppose,'  says  Dr.  Whately, '  a  number  of  travellers  proceed- 
ing through  some  nearly  desert  country,  snch  as  many  parte  of 
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America,  and  jcmm^ii^  bother  in  a  kind  of  cafila,  or  cararan, 
for  the  sake  of  mntaal  security :  when  they  came  to  a  halting 
place  f(H'  Uie  night,  they  would  Dot  fail  to  moke  sonie  kind  of 
exIempoRmeoufl  arrutgeioeot,  Uiat  some  shonid  onlaid  and  fodder 
the  cattl^  while  others  sbonld  fbtch  firewood  from  the  nearest 
Uiicket,  and  others  water  fnun  the  ^ring :  aome,  in  the  mean- 
time, woold  be  occapied  in  pitching  tenta,  or  erecting  aheda  of 
boughs ;  others  in  preparing  food  for  the  whole  par^ ;  while 
some,  again,  with  their  anus  in  readineaB,  would  be  posted  as 
Bentinelfl,  in  eoitable  spota,  to  watch  that  the  rest  might  not  bo 
surprised  by  bam]s  of  robbers.  It  would  be  evident  to  tiiem  that 
bat  for  such  an  arrangement  each  man  would  have  to  go  to  the 
spHog  for  water,  and  to  the  wood  for  fuel ;  would  have  to  prepare 
his  own  meal  with  almost  as  mnch  tronble  ss  it  costs  to  dreas 
food  for  the  whole,  and  would  have  to  perform  all  these  tasks 
encniDbered  by  bis  arms,  and  on  the  watch  for  a  hostile  attack.' 

"  All  this  would  be  erideat  to  them ;  tiiey  would  perceive,  in 
Bhirt,  the  great  ntiht;  of  separating  the  difierent  occnpations 
required  for  their  ease  and  safety.  But  in  order  that  the  traveller 
■hodd  thns  apportion  these  difTerent  occnpadomi  among  their 
own  body,  it  would  be  necessary  that  they  should  first  ccanbine 
their  labour  by  agreeing  to  travel  together,  and  to  he^  each  other 
on  tie  way.  If  each  of  them  had  Ixavelled  alone,  each  man's 
labotir  would  have  been  separated  or  divided,  not  only  fnan  that 
of  all  the  others,  bnt  ^ain  amongst  the  several  occupations  of 
gDisg  to  the  wood  for  fire,  and  to  the  Earing  for  water,  &c :  if 
the  labour  of  the  traveller  had  been  so  divided,  there  could  not 
hsTe  been  any,  the  slightest  division  of  their  employments.  la 
like  manner,  the  division  of  empbymente  whidi  takes  place  in  a 
pin  manulactory,  results  from,  and  is  wholly  dependent  on,  the 
oiiicm,  generally  under  one  roof,  of  all  the  ^bonr  by  which  Uie 
pioB  are  made.  Though  no  entire  pin  be  made  by  any  one  person's 
Duited  labour ;  many  persons  whose  labour  a  united,  in  order  that 
the  whole  operation  in  which  it  is  to  perform,  may  be  separated 
into  distinct  parte,  and  easily  apportioned  among  the  workmen. 
It  ^pews,  therefore,  not  only  that  "  division  of  labour  "  is  a  most 
mi[Hiiper  term  as  commonly  used ;  not  only  that  this  is  the  proper 
tcnn  for  expressing  a  state  of  things  nnder  which  what  is  com- 
monly expressed  by  it — namely  a  division  of  employments— 
>^wiiu)t  possibly  take  place;  bat  that  all  writers  on  political 
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economy,  firom  Adam  Smith  downwards,  while  treating  of  &b 
'  caOBes  of  improvement  in  the  prodactire  powers  of  labour,'  hsve 
OTerlooked  a  principle  of  first  rate  importance, 

"  This  principle  is,  that  all  improyement  in  the  prodnctin 
powers  of  labour,  including  division  of  employments,  depends  npw 
co-operation." 

Wakefield,  '  therefore,  in  his  edition  of  Smith,  nnirersallj 
substitntee  diviBion  of  employments  for  division  of  labour,  sod 
Mill  heads  his  chapter,  which  treats  of  this  enbject,  "Hie 
Combination  of  labour." 

It  must  be  admitted  that  "Wakefield's  cnticism  on  the  ino^ 
rectnese  of  the  expression  division  of  labonr  is  correct.  Bnt, 
nevertheless,  when  a  term  has  once  got  a  firm  and  general  \<AA  li 
the  pnblic  mind,  it  is  very  rarely  possible  to  change  it ;  Uie  onlj 
thing  that  can  be  done  is  to  point  out  the  misconceptioc  invdved 
in  it,  and  to  fis  and  define  it  in  its  true  meaning,  N'omemm 
examples  of  this  will  occur  to  every  one  versed  in  the  histoiy  of 
science.  Thus,  in  Mechanics  the  terms  Cencripeta!  and  Cenbi- 
fiigal  Force  are  used  to  mean  exactly  the  opposite  to  what  they 
were  when  they  were  first  invented,  owing  to  tiie  erroneoos 
mechanical  conceptjpns  of  their  originators.  The  term  DivisHiii 
of  Labonr  has  acquired  such  a  firm  position  in  Economics,  (hat 
we  shall,  in  the  same  way,  retain  it ;  but  we  shall  use  it  m  the 
sense  which  Wakefield  has  so  clearly  poiuted  ont. 

54.  Smith  has,  moreover,  erred  in  describing  the  origin  of  this 
principle.  He  says^ — "It  is  the  necessary,  though  very  slow 
and  gradual,  consequence  of  a  certain  propensity  in  human  uatme 
which  has  in  view  no  such  extensive  utility,  the  propeneily  to 
truck,  barter,  and  exchange  one  thing  for  another." — "  As  it  is  by 
treaty,  by  barter,  and  by  purchase  that  we  obtain  from  one  another 
the  greater  part  of  those  mntnal  good  offices  which  we  stand  in 
need  of,  so  it  is  this  same  trucking  disposition  which  (Higinallj 
gives  occasion  to  the  division  of  labour." — "  As  it  is  the  power  rf 
exchan^ng  that  gives  occasion  to  the  division  of  labonr." 

Now  this  doctrine,  that  the  principle  of  the  division  of  Isboor 

arises  out  of  the  principle  of  exchange,  and  therefore  cannot  exist 

without  it,  is  fundamentally  erroneoas.     In  the  Socialistic  and 

Communistic  states  of  society  iii  which  all  exchanges  are  perempt- 

'   W(al(k  of  Natioiu.  B.  I.,  ch.  8,  S. 
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orily  forbicUen,  and  which  are  orfanised  for  the  expreea  pnrpoee 
of  abolishing  all  exchanges,  the  principle  of  the  dirinon  of  labour 
ifl  89  thoTonghly  well  nnderetood  and  acted  upon  as  in  Economic 
mdetiea,  where  private  property  and  ftee  exchanges  emt.  For 
ibJA  [sinciple  condacea  immenaelj  to  the  increaae  of  the  qnantity 
of  the  produce,  no  matter  whether  this  produce  belongs  to  the 
commnnity  in  general  or  to  each  member  separately.  Whether 
thia  produce  is  to  be  ultimately  distributed  by  public  authorit;  as 
in  Socialist  and  Ccunmnnist  Bocietiee,  or  by  the  method  of  free 
eichange  as  in  Economic  sodedes,  makes  no  di&erence :  the 
divisou  of  labour  only  affects  the  Quaniity  of  produce  obtained. 
Dot  the  method  of  its  Distribution. 

When  Smith  also  asserts  that  the  principle  of  the  division  of 
labour  originates  in  the  tracking,  bartering,  and  exchanging  pro- 
peofflty  of  men,  which  he  says  is  common  to  all  men,  and  to  no 
other  race  of  animals,  which  seem  to  know  neither  this  nor  any 
oUier  species  of  contract,  be  had  clearly  foi^tten  both  his 
"  humanities  "  and  his  Natural  History.  Several  writers  had  not 
odI;  observed  the  principle  of  division  of  labour  among  animals, 
but  even  originated  the  name  from  observing  the  habits  of 
ajiifflBls. 

Thus  Aristotle'  long  ago  noticed  that  in  a  hive  of  bees 
different  parties  devote  themselves  to  different  parts  of  the 
common  work,  and  was  the  first  to  use  the  very  term  division 
of  labour  with  reference  to  them, — "And  they  have  each  of 
them  their  proper  work  allotted  to  them :  some  bring  flowers, 
others  bring  water;  others,  again,  smooth  and  jwrfeet  the 
honeycomb," — "And  they  divide  the  teork  among  themselves; 
and  ecHue  work  at  the  honey,  some  at  the  yonng  bees,  others  at 
the  bee  bread :  and  some,  again,  mould  the  comb ;  others  bring 
water  to  the  cells,  and  mix  it  with  the  honey ;  and  others  go  to 
work."    He  also  speaks  of  their  public  and  private  life. 

80  Pliny  says' — ^"Tbus  when  in  favorable  weather  the  crowd, 
has  set  forth  to  labour,  some  collect  the  flowers  with  ^eir  feet, 
some  bring  water  with  their  monUis,  and  drops  with  the  tender 
down  of  their  bodies.  The  yonng  bees  go  forth  to  their  work, 
sod  bring  back  their  stores  in  obedience  to  orders,  the  older  ones 
work  within  the  hive.  For  their  duttM  within  are  divided  {offida 
'  But,  Animal,  8,  14,  37,  28. 
>  Nat.  Eittoni,  XL,  JO. 
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dtvita),  some  biiild  the  comb,  some  poliefa  it,  otiien  fill  it,  otiun 
axtract  tbe  food  frcHn  what  is  brought." 

And  Virgil,  loo,  aa  If  to  oonftite  hj  onticipataon  Smith's  aasertin 
tliat  no  unimftla  bnt  man  can  enter  into  a  contxact,  says ' — "  Nn 
oome,  I  will  discoBB  tiie  natnral  qnalitiee  which  Jotc  himself  bM 
bestowed  upon  bees,  I  will  tell  fin*  what  wages  they,  fbUowii^  the 
Cnretes*  ringing  noise  and  rattling  braaa,  fed  the  King  of  hesni 
within  a  Cretan  cave.  They  alone  have  a  commnmty  of  chiUnn 
and  jointly  own  the  houses  of  their  dty,  and  pass  tbmr  life 
beneath  majestic  laws.  They  alons  ackiwwledge  a  feUieriand  aod 
settled  home,  and  mindful  in  snmmer  of  the  winter  that  mut 
come,  practise  hard  toil  and  for  the  cmnmon  use  store  up  thdr 
gains.  For  some  look  to  the  snpply  of  provisiDDs,  and  by  utM 
eovmtania  (fadere  paeto)  laboor  in  the  fields ;  part  wiUiin  tlu 
confines  of  their  homes  lay  the  tear  of  the  narcissas,  and  Ifae 
glney  gnm  firom  the  bark  of  trees,  to  be  the  first  fbnndation  rf 
the  hive,  next  hang  along  the  binding  wax ;  others  guide  fbitii 
the  grown  ofispring,  the  nation's  hope :  others  pack  close  a  wetUli 
of  purest  honey,  and  with  clean  nectar  swell  wide  the  cells.  Some 
there  are  whose  lot  has  fallen  to  stand  seDtinels  at  the  gates,  utd 
by  turn  tJiey  watoh  the  watory  clouds  of  heaven,  or  receive  U>e 
loads  of  those  that  come  to  the  hive,  or  in  close  array  drive  fitm 
the  htHnestead  the  drones,  a  la^  herd.  Hotly  tbe  work  jwoceeib, 
and  the  stores  of  odorous  hcmey  are  sweet  with  the  smell  c^ 
thyme." 

It  is  said  that  the  details  given  by  the  above  writers  are  not 
absolutely  correct,  as  might  naturally  be  expected,  bnt  modem 
observation  has  shewn  that  bees  carry  their  polity  and  division  of 
labonr  much  farther  than  had  been  ascertained  in  ancient  times.— 
"  When  beea  begin  to  bnild  the  hive,  they  divide  themselves  into 
bands,  one  of  which  produces  materials  for  tiie  simctnre ;  another 
works  upon  these  and  forms  them  into  a  rough  sketch  of  Ifae 
dimensions  and  partitions  of  the  cells.  All  this  is  completed  bj 
the  second  band,  who  examine  and  adjust  the  angles,  romove  the 
superfluous  wax,  and  give  the  work  its  necessary  perfection,  and  ■ 
third  band  brings  provisions  to  the  labourers  who  cannot  leare 
their  work.  But  no  distribution  of  food  is  made  to  those  whose 
charge  in  collecting  propolis  and  pollen  calls  them  to  the  field, 
because  it  is  supposed  they  will  haixDy  fw^et  themselves;  neiHic^ 

■  Oeora.  17^  1«. 
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k  anj  ^ovanoe  made  to  tiiose  who  begin  the  architectnre  of  the 
cells.  Their  province  is  very  tronbleeome,  becaose  the;  are 
ofahged  to  lerel  and  extend,  aa  well  as  cut  and  adjnet  the  wax  to 
its  dimensionB  required ;  bat  then  th^  aoon  obtain  a  dtsmiasioa 
bvga  this  labonr  and  retire  to  the  fields  to  regale  themselTee  with 
food,  and  wear  off  Uieir  fatigne  with  a  more  agreeable  empby- 
meat.  Those  who  succeed  them  draw  their  month,  their  feet,  and 
(he  extremity  of  their  body  several  timefl  over  all  the  work,  and 
neror  desist  until  all  ia  polished  and  completed ;  and  as  they 
frequently  need  refireehmente,  and  yet  are  not  permitted  to  retire, 
there  are  waiteis  always  attending,  who  serve  them  with  pro- 
visitHia  when  they  require  them.  The  labourer  who  has  an 
^ip^te  bends  down  his  tmnk  before  the  caterer  to  intimate  that 
he  has  an  inclinatioti  to  eat,  apon  which  the  other  opens  his  bag 
of  honey,  and  poors  out  a  few  drops :  these  may  be  distinctly  seen 
ntUing  through  the  hole  of  his  tmnk,  which  insensibly  swells  in 
every  pifft  the  liqnid  flows  throngh.  When  this  little  repast  is 
OTcr,  the  labourer  retnms  to  his  work,  and  his  body  and  feet 
lepeet  the  same  motions  as  before."  ^  And,  indeed,  to  describe 
fidly  tiie  varions  instances  in  which  the  division  of  labour  is 
Guried  ont  in  the  apiarian  .commonwealth  world  require  a  large 
treatise. 

The  same  may  be  observed  of  ants,  and,  indeed,  some  naturalists 
go  so  for  as  to  say  that  the  brain  of  the  ant  is  the  most  sttrprising 
thing  in  creation  nest  to  the  human  brain. — ■"  In  no  department 
of  natnral  history  is  it  more  neoesssry  to  be  aware  of  the  proper 
import  of  the  term  insdact  than  in  stadying  the  phenomena 
presented  by  the  bee ;  for  nowhere  is  it  more  difBcult  to  discrimi- 
nate between  the  r^ular  operation  of  implanted  motives,  and  the 
result  of  acquired  knowledge  and  habitB.  The  most  striking 
feature  of  their  history,  and  the  one  which  apparently  lays  the 
fbtmdaliou  for  those  extraordinary  qnahties  which  raise  them 
above  the  level  of  other  insects,  is  the  disposition  to  social  nnion. 
It  may  in  general  indeed  be  remarked  that  animals  which  associate 
together,  so  as  to  form  lai^  commmiities,  display  a  higher  degree 
rftagaci^  than  those  which  lead  a  solitary  life.  This  is  espedally 
eta^vable  among  insects.  The  spider  and  formica  Uonis  may 
exhibit  particular  tatente,  or  practise  particular  stratagems  in  the 
pmBQit  and  cq>ttire  of  their  prey ;  but  Uieir  history  is  limited  to 
1  BmatUt  Inttet  ArASUttiat,  j>.  181, 
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a  single  generation,  and  embraces  none  of  these  interesting  reh' 
tioos  which  obtain  between  indiTiduals  composing  the  grs^aiiaiB 
tnbee,  anch  u  the  ant,  the  wasp,  and  the  bee.  Among  these  ve 
trace  a  commnnitj  of  wants  and  desires,  and  a  motnal  intelligence 
and  sympathy,  which  leads  to  the  constant  interchange  of  good 
offices,  B^  which,  bj  jntrodncing  a  systematic  division  of  iabom, 
amidst  a  nnity  of  design,  lead  to  the  execution  of  public  wwb 
on  a  scale  of  astonishing  magmtnde." ' 

Among  Uammalia  the  beaver  is  pre-eminently  distingnished 
for  the  skill  with  which  it  constmcts  great  engineering  works  for 
the  defence  and  maintenance  <^  its  home.  Nothing  cui  better 
exemplify  the  advantage  of  co-operation  of  labour  than  the  hi^ 
dams  constrocted  by  Uiese  animals  to  maintain  the  water  at  m 
nniform  hei^t.  Having  fixed  npon  the  best  situation,  they  begio 
to  gnaw  down  one  of  the  largest  trees,  they  can  find,  taking  care 
that  if  on  the  bank  of  a  river  it  shall  fall  directly  across  the 
stream.  As  many  as  can  conveniently  sit  arotmd  the  clioaen  tree, 
Gontinne  to  gnaw  it  abont  eighteen  inches  from  the  gronnd,  nntil 
it  b^^ins  to  give  way.  While  one  party  is  thus  employed  anotlier 
is  employed  in  cutting  down  smaller  trees,  and  a  third  in  making 
,mortar  and  soft  clay,  and  drawing  it  to  tlie  edge  of  the  river 
where  the  bridge  or  dam  is  to  be."'  Many  of  liiese  dams  are  of 
great  size,  being  200  or  SOO  yards  in  length,  and  12  feet  thick. 
They  are  made  of  the  trunks  of  the  trees  which  the  beavers  have 
felled,  cat  into  lengths  of  abont  a  yard,  and  they  are  constrocted 
in  such  a  form  as  is  best  adapted  to  meet  the  force  of  the  stretun, 
being  straight  when  the  stream  is  not  strong,  and  convex  when  it 


The  examples  in  which  the  principle  of  the  division  of  laboar 
is  carried  oat  among  animals  might  be  greatly  extended,  but  tbej 
would  be  far  beyond  the  limits  of  this  work.  It  may  probably 
be  said  with  safety,  that  it  exists  more  or  less  among  all  animals 
which  live  in  society,  and  certainly  where  they  carry  on  worta  of 
constmctioD.  Therefore,  either  Smith's  doctrine  that^the  diviaioQ 
of  labour  is  the  result  of  reason  and  speech,  is  incorrect,  or  ebe 
reason  and  speech  must  be  conceded  to  a  considerable  portion  of 
the  lower  auimabt.  The  latter  alternative  would  probably  nov 
be  adopted  by  natnraliste;  speech,  of  coarse,  induding  otJier 

■  Enes^.  BtU.,  Vol.  IV.,  p.  876,    Art.:  Bat. 
>  Jtoulla^'f  Ev'-ryBoy'*  Amml,  iee9,p.ll7. 
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methods  of  oommnmcatdng  ideas  and  purposes  besides  articalate 
words. 

55.  This  principle  of  the  DiTiaion  of  Labour  was  long  ago 
observed  and  acted  npon.  In  Eg^pt  Herodotus  says*  that  every 
medical  man  was  compelled  to  confine  himself  strictly  to  one 
branch  of  the  profession  and  no  more. 

Blanqni  Bays'  that  at  Venice,  in  1172,  a  tribnnal  was  erected  to 
BDperintend  all  mannfactnres,  and  a  law  was  made  which  enacted 
l^at  every  workman  shonld  confine  himself  to  a  single  employ- 
ment in  order  to  secure  a  better  performance  of  the  work :  and 
the  same  law  was  enacted  by  Philip  le  Bel  in  France. 

Beccuia  also  annonnces  very  clearly  the  doctrine  of  the 
Diviraon  of  Labour ° — "From  these  families  spring  necessarily 
the  arts,  and  the  different  occupations  of  men.  Each  one  teams  by 
experience  by  applying  the  hand  and  the  mind,  always  to  the  same 
kind  of  work  and  production  he  finds  the  results  more  easy, 
more  abundant,  and  better,  than  those  which  each  one  would  make 
if  each  one  by  himself  made  everything  necessary  for  himself 
alone ;  whence  some  tend  the  flocks,  some  card  the  wool,  some 
weave  it ;  one  cultivates  l^e  com,  another  makes  it  into  bread ; 
another  makes  clothes ;  another  builds  for  the  husbandmen  and 
workmen;  the  arts  thus  increasing  and  iinkiug  themselves  to- 
gether, and  men  in  this  manner  dividing  themselves  into  various 
dasses  and  conditions  to  their  public  and  private  advantage." 

Thoogh  the  principle  was  recognised,  certainly  no  one  brought 
it  into  such  prominent  notice  as  Smith,  and  shewed  its  apphcation 
so  strikingly,  in  a  particular  case.  His  descriptioamay  he  quoted* 
— "  The  effects  of  the  division  of  labour  in  the  general  business 
of  Bodety  will  be  more  easily  nnderetood  by  considering  in  what 
manner  it  operates  in  some  puticular  manufactures.  It  is  com- 
monly supposed  to  be  carried  furthest  in  some  very  trifling  ones  ; 
not,  perhaps,  that  it  really  is  carried  f^irther  in  them  than  in 
others  of  more  importance :  but  in  these  trifling  mannfactnres 
which  are  destined  to  supply  the  small  wants  of  but  a  small 
number  of  people,  the  whole  number  of  workmen  must  necessarily 
be  smaU ;  and  these  employed  in  every  di&rent  branch  of  the 

1  Biit.,  II.,  81.  ■  Hiitoire  SEaanome  PoUHqve,  eft.  30. 

>  EUaumti  di  Eeommia  Pabliea,  Pari  I.,  ^  9. 

•   IVeala  1^  Ifatumt,  3.  I.,  tk.  1. 
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work  can  often  be  odkcted  into  the  same  woik-bome,  and  placed 
at  once  Qnder  the  view  of  the  spectator.  In  these  great  mana- 
factores,  on  the  contrary,  which  are  destined  to  supply  the  great 
wants  of  the  body  of  the  people,  every  different  branch  of  tbe 
work  employs  so  great  a  nomb^  of  workmen  that  it  is  impoesiUe 
to  collect  Uiem  all  into  the  same  work-hoose.  We  can  Beldtnn  see 
more,  at  one  time,  than  those  employed  in  one  single  IvandL 
Though  in  snch  mannfactures,  therefore,  the  work  may  really  be 
divided  into  a  much  greater  nnmber  of  parte  than  in  those  of  > 
more  trifling  nature,  the  diviBioii  is  not  near  bo  obrioua,  and  \m 
accordingly  been  much  less  observed. 

"  To  take  an  example,  therefore,  from  a  veij  tariflii^  mannfac- 
ture — bnt  one  in  whidi  the  division  of  labour  has  been  very  dten 
tc^n  notice  of — the  trade  of  the  pin-mak^,  a  workman  wt 
edncated  to  this  bn^neas  (which  the  division  of  laboor  has  ren- 
dered a  distinct  trade),  nor  acquainted  with  Uie  use  of  Ute 
machinery  employed  in  it  (to  the  invention  of  which  (be  eaan 
diviBion  of  labour  has  probably  given  occasion),  conld  ecaroe, 
perhaps,  with  his  ntmoet  industry  make  one  pin  in  a  day,  and 
certainly  conld  not  m^e  twenty.  Bnt  in  the  way  in  whidi  this 
bnainees  ts  now  carried  on,  not  only  the  whole  work  is  a  peculiar 
trade,  but  it  is  divided  into  a  number  of  branches,  of  which  the 
greater  part  are  likewise  peculiar  trades.  One  man  draws  out  the 
wire,  another  stnughts  it,  a  third  cuts  it,  a  fourth  points  it,  a  fifth 
grinds  it  at  the  top  fbr  receiving  the  head ;  to  make  the  head 
requires  two  or  three  distinct  operations ;  to  put  it  on  is  a  pecahu 
business,  to  whiten  the  pin  is  another ;  it  is  even  a  trade  by  itaetf 
to  put  them  into  the  paper;  and  tbe  important  business  <rf 
making  a  pin  is,  in  this  manner  divided  into  almost  ei^teen 
distinct  operations,  which,  iu  some  muin&ctorieB,  are  all  per- 
formed by  distinct  hands,  though  in  the  others  the  same  man  will 
sometimes  perform  two  or  three  of  them.  I  have  seen  a  small 
manoJactory  of  this  kind  where  ten  men  only  were  employed,  and 
where  some  of  them  consequently  performed  two  or  three  distiDCt 
operations.  But,  though  they  were  very  poor,  and  therefore  trat 
indifferently  accommodated  with  the  neceasazj  machinery,  th^ 
could,  when  they  exerted  Uiemselves,  make  among  them  about 
twelve  pounds  of  pins  in  a  day.  There  are  in  a  pomid  of  phts 
upwards  of  four  thonaand  pins  of  a  middling  size.  These  ten 
persons,  therefore,  could  make  among  them  upwards  of  &rty-eight 
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thoiHand  pins  in  a  d&j.  Each  person,  therefore  making  a  tenth 
put  (^  fbrly-eight  thonsand  pins,  might  be  considered  as  making 
four  thotuand  eight  hundred  pins  a  day.  Bnt  if  they  had  all 
vrooglit  separately  and  independently,  and  withont  any  of  them 
hiTing  been  edncated  to  this  pecnliar  bnsineaa,  they  certainly 
could  not  each  of  them  hare  made  twenty,  perhaps  not  one  pin,  in 
s  day  {  that  ia  certainly  not  the  two  hnndred  and  fortieth,  perhaps 
not  the  four  thonsand  eight  hundredth  part  of  what  they  are  at 
praent  capable  of  performing,  in  consequence  of  a  proper  division 
«id  combination  of  their  different  operations. 

"  In  every  other  art  and  mannfoctnre,  the  effects  of  the  division 
of  labour  are  similar  to  what  they  are  in  this  very  trifling  one, 
though  in  many  of  them  the  labour  can  neither  be  so  much  sub- 
dirided,  nor  reduced  to  ao  great  a  simplicity  of  operation.  The 
diTision  of  labonr,  however,  so  f^  as  it  can  be  introdnced, 
occasions  in  every  art  a  proportionate  increase  of  the  productive 
powers  of  labour.  The  separation  of  different  trades  and  em- 
pkiyments  from  one  another,  seems  to  have  taken  place  in  conse- 
quence of  this  advantage.  This  separation,  too,  is  generally 
tarried  furthest  in  those  conntries  which  enjoy  the  highest  degree 
of  indnstry  and  improvement ;  what  is  the  work  of  one  man  in  a 
rade  state  of  society  being  generally  that  of  several  in  an 
impro»ed  one.  In  every  improved  society  the  fiirmcr  is  generally 
'lothiug  but  a  former  ;  the  manufacturer  nothing  but  a  manufac- 
turer. The  labour,  too,  which  is  necessary  to  produce  any  one 
complete  mannjactnre  is  almost  always  divided  among  a  great 
nnmber  of  hands.  How  many  different  trades  are  employed  in 
e**  branch  of  the  linen  and  wooDen  manufactures,  from  the 
grovers  of  the  flax  and  the  wool,  to  the  bleachers  and  smootliera 
of  the  hnen,  or  to  the  dyers  and  dressers  of  the  cloth !  The 
Dstnre  of  agriculture,  indeed,  does  not  admit  of  so  many  aub- 
diTigions  of  labour,  nor  of  so  complete  a  separation  of  one 
^neas  from  another,  as  manu&ctures.  It  is  impossible  to 
Kparate  so  entirely  the  business  of  the  grazier  from  that  of  the  com- 
fanner,  as  the  trade  of  the  carpenter  is  commonly  separated  from 
list  of  the  smith.  The  spinner  is  almost  always  a  distinct  person 
from  the  weaver :  bat  the  ploughman,  the  harrower,  the  sower  of 
ttie  seed,  and  the  reaper  of  the  com,  are  often  the  same.  The 
occasions  for  these  different  sorts  of  labour  returning  with  the 
'liferent  seasons  of  the  year,  it  is  impossible  that  one  man  should 
OS  constantly  employed  in  any  one  of  them." 
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fi6.  We  may  also  quote  from  Say  an  instance  equally  Btriking 
in  which  the  dirisiou  of  labour  is  carried  abnoet  to  a  greater 
extent  still,  namely,  that  of  playing  cards' — "  It  is  not  Uie  same 
workmen  who  prepare  the  paper  of  which  the  cards  are  made,  w  ' 
the  colours  printed  on  them ;  and  in  giving  attention  to  only  we 
employment  in  this  matter  we  shall  find  that  a  pack  of  cards  ii 
the  result  of  several  operations  of  which  each  one  oocnpiee  ■ 
distinct  series  of  workmen,  or  workwomen,  who  are  always  em> 
plowed  in  the  same  operation.  It  is  always  different  peisons,  but 
always  the  same  set,  who  sift  the  packets  and  the  Bwellings  of  tk 
paper  which  injure  the  qaalit;  of  its  thickness :  the  same  set  of 
persons  paste  together  the  three  leaves  of  which  each  card  is 
formed,  and  pnt  them  in  the  press :  the  same  set  of  peisons  cokmr 
the  backs  of  the  cards :  the  same  set  always  print  the  oatUnee  tt 
the  figures :  another  set  print  the  colonrs  of  the  same  fignne: 
another  set  dry  over  the  beater  the  cards  when  printed :  anolliet 
set  polish  (hem  on  both  sides.  It  is  a  separate  trade  to  cut  thou 
equally :  it  is  another  to  collect  them  and  form  them  into  packii 
another  to  print  the  covers  of  the  packs ;  and  yet  another  to  cover 
Uiem :  without  cotmting  the  duties  of  the  persons  empbyed  in 
baying  and  selling  them,  in  paying  the  workmen,  and  keeping 
their  accounts.  In  short,  those  in  the  trade  say  that  each  card, 
that  is,  that  each  little  piece  of  cardboard  of  the  size  of  Uie  hand, 
before  being  fit  to  be  sold,  goes  through  not  less  Uian  seven^ 
different  operations,  which  are  each  the  subject  of  a  distinct 
trade.  And  if  there  are  not  seventy  kinds  of  workmen  in  each 
mannfactory  of  cards,  it  is  because  the  division  of  laboor  is  not 
carried  so  &r  as  it  might  be,  and  because  the  same  workman 
performs  two,  three,  or  four  distinct  operations. 

"  The  effect  of  this  separation  of  employments  is  immense.  1 
have  seen  a  mannfactoiy  of  cards  in  which  thiriiy  workmen  pro- 
duced every  day  15,500  cards,  that  is,  more  than  600  cards  per 
man.  And  it  may  be  presumed  that  if  each  woi^man  was  obhged 
to  perform  each  operation  by  himself,  and  snppoong  him  skilftl 
in  his  art,  he  would  not  complete  more  than  two  cards  a  day: 
and  consequently  the  thirty  workmen,  instead  of  making  15,5W, 
would  only  make  60." 

To  give  similar  details  of  other  trades  would  fill  a  volume.  We 
will  only  give  one.    In  watchmaking  there  are  no  less  than  Hi 

1  CoKn  dEeonomie  Politique,  Part  I.,  ck.  16. 


tzsd  by  Google 


ISC,E7.I  THE  DIVISION  OF  LABOUB.  165 

distinct  trades,  to  each  of  which  a  hoj  maj  be  apprenticed ;  and 
of  which  he  knows  none  but  that  one.  Now  we  Bbonld  like  to 
see  some  similar  calculation  made,  aa  Say  has  given  of  cards,  how 
man;  watches  oould  these  1 12  men  make  in  combination,  and  how 
man;  coold  they  make,  if  each  separate  man  made  Ute  whole 
watch :  and  not  only  the  nnmber  but  the  quality  of  the  watches ! 

57.  Babbage  has  called  attention  to  a  resnlt  of  the  principle 
of  the  diviaion  of  labour  which  has  been  overlooked  by  other 
vriten.  Ho  says* — "Now,  although  all  these  are  important 
caoseB,  and  each  has  its  influence  on  the  result,  yet  it  appears  to 
me  that  any  explanation  of  the  cheapness  of  manuikitnred 
articles,  as  consequent  upod  the  division  of  labour,  would  be 
inoHuplete  if  the  following  principle  were  omitted  to  be  stated ; — 

"  That  the  master  manufactorer,  by  dividing  the  work  to  be 
executed  into  different  processes,  each  reqniring  different  degrees 
of  Am,  or  of  fbrce,  can  purchase  exactly  that  precise  quantity  of 
U4h  irtiich  is  neceeeary  for  each  process,  whereas  if  the  whole 
woA  were  executed  by  one  workman  that  person  must  possess 
BofGdent  skill  to  perform  the  most  diffictdt,  and  sufficient  strongth 
to  execute  the  most  laborious,  of  the  operations  into  which  the 
>it  is  divided. 

"  As  the  clear  apprehenMon  of  this  prindple  upon  which  a  great 
part  of  the  economy  arising  from  the  divisioD  of  labour  depends, 
is  of  conaidemble  importance,  it  may  be  desirable  to  point  out  its 
precise  and  numeric^  applicadon  in  some  specific  manufacture. 
The  art  of  making  needles  is  perhaps,  that  which  I  should  have 
wleded  for  the  illustration,  as  comprehending  a  very  large  number 
of  processes  remarkably  different  in  their  nature ;  but  the  lees 
difficult  art  of  pin-making,  has  some  claim  to  attention  from  its 
having  been  used  by  Adam  Smith,  and  I  am  confirmed  in  tho 
ch<rice  of  it  by  the  circnmstance  of  oni  possessing  a  very  accurate 
and  minute  description  of  that  art  as  practised  in  France  above 
li^  a  century  ago." 

Hr.  Babbage  then  describes  the  process  of  pin-making,  and 
diewa  the  different  classes  of  persons  employed  in  the  manuiitctnre, 
from  children  at  6d.  a  day  to  women  at  la.  6d.,  and  men  at  58.  6d. 
Ten  persons,  he  says,  namely,  fool  men,  four  women,  and  two 
diildren  can  make  one  pound  of  metal  into  5,546  pins  in  seven 
'  The  EeoKMy  o/  iladiiary  and  MaiaifiKturct,  ilh  Edit.,  p.  ITs. 
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bonTB  and  a  half  at  a  co«t  of  little  more  than  a  shilliug,  wheren 
if  all  the  persons  employed  were  of  the  necessarjr  still  to  mate 
the  most  difficnit  part,  it  would  cost  nearlj  four  times  as  much. 

"  The  higher  the  skill  required  of  the  workman  in  any  one 
process  of  a  monofactiire,  and  the  smaller  the  time  daring  whidi 
it  is  employed,  ao  much  greater  will  be  the  advantage  of  sepen- 
ting  that  process  from  the  rest,  and  devotii^  one  persoo's 
attention  entirely  to  it.  Had  we  selected  the  art  of  needle- 
mafcing  as  oor  illustration,  the  economy  arising  from  diriaioD  of 
labour  would  hare  been  still  more  striking ;  for  the  process  of 
tempering  the  needles  reqnires  great  skill,  attention,  and  ex- 
perience, and,  although  &om  three  to  fonr  thousand  are  tempered 
at  once,  the  workman  is  paid  a  very  high  rate  of  wages.  In 
another  process  of  the  same  manufacture,  dry  poiutbg,  which  tdw 
is  executed  with  great  rapidity,  the  wages  earned  by  the  workman 
reach  Irom  7b.  to  128.,  15s.,  and  even  in  some  canes  to  20s. «  da;, 
whilst  other  processed  are  carried  on  by  children  paid  at  the  rate 
of  6d.  a  day." 

As  a  Airtber  illustration  of  this  principle  we  may  quote  another 
example  of  a  different  sort  given  in  the  same  work,  p.  191 — "  Vb 
have  already  mentioned  what  may,  perhaps,  ffipear  paradoxical  to 
some  of  our  readers — that  the  division  of  labour  can  be  apf&i 
with  equal  snccess  to  mental  as  to  mechanical  opeiatimiB,  ud 
that  it  eoBores  in  both  the  same  economy  of  time.  A  short 
account  of  its  practical  application  in  the  most  extensive  series 
of  calculations  ever  executed  will  afford  an  interesting  illnstradoD 
of  this  fact,  whilst  at  the  same  time  it  will  afford  tm  occasion  f<ff 
shewing  that  the  airangementa  which  ought  to  regulate  Hie 
interior  of  a  manufactory  are  founded  on  principles  of  deeper 
root  than  may  have  been  supposed,  and  are  capable  of  being 
usefully  employed  in  preparing  the  road  to  some  of  the  sublimest 
investigations  of  the  human  mind. 

"  In  the  midst  of  that  excitement  which  accompanied  the  BeTO- 
Intion  of  France  and  the  succeeding  wars,  the  ambition  of  iiii 
nation,  exhausted  by  its  fatal  passion  for  military  renown,  was  >i 
the  same  time  directed  to  some  of  the  noblest  and  more  permaneid 
triumphs  which  mark  the  era  of  a  people's  greatness,  and  ffhich 
receive  the  applause  of  posterity  long  after  their  conquests  'ham 
been  wrested  from  them,  or  even  when  their  existence  as  a  nation 
may  be  told  only  by  the  pages  of  history.    Amongst  their  enter- 
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f/OM  of  science,  the  Frendi  QoTemment  was  desiixraB  of  prodnciiig 
a  series  of  mathematical  tables  to  fadlitate  the  application'of  the 
decimal  ejBtem  which  they  had  bo  recently  adopted.  They 
directed,  therefore,  their  m^ematjcians  to  conatnict  such  tables 
on  the  most  extensive  scale.  Their  most  distingnished  philoHo- 
phers,  responding  taHj  to  the  calls  of  their  country,  invented  new 
m^ods  for  this  Uborions  task ;  and  a  work  completely  answering 
the  lu^  demands  of  the  Government  was  prodoced  in  a  remark- 
ably short  space  of  time."  M.  Prony,  to  whom  the  superintendence 
of  this  great  nndertaking  was  confided,  in  speaking  of  its  com- 
meacement,  observes — "  I  devoted  myself  to  it  with  all  the  ardonr 
of  which  I  was  capable,  and  I  first  tamed  my  attention  to  a 
genend  plan  to  execute  it.  All  the  conditions  which  I  had  to 
fulfil  demanded  the  employment  of  a  great  nnmber  of  calculators, 
and  it  soon  occurred  to  me  to  apply  to  the  accomplishment  of 
these  tables  the  divmm  of  lahmr,  which  the  arts  of  commerce 
employ  so  useftdly  to  unite  perfection  in  the  manufacture  aloi^ 
with  eoonrany  in  expense  and  tune."  The  circumstance  which  gave 
rise  to  this  singular  application  of  the  principle  of  the  division  of 
labour,  is  so  iuteresdng  that  uo  apology  is  necessary  for  intro- 
ducing it  ftom  a  small  pamphlet  printed  at  Paris  a  few  years  since, 
when  a  proposition  was  made  by  the  English  to  the  French 
Government  that  the  two  conntnes  shoold  print  these  tables  at 
their  joint  expense.  The  tari^  of  the  idea  is  related  in  the 
foUowing  extract: — 

"  It  is  to  the  diapter  of  a  justly  cdebrated  English  winrk  <that 
is  probaUy  due  the  existence  of  a  work  which  the  British  Govern- 
ment wishes  to  present  to  the  learned  world.  Here  is  the 
anecdote.  M.  Prony  had  eng^ed  to  the  Committees  of  the 
GoTenmient  to  prepare  for  the  centesimal  division  of  the  circle 
logarithmic  and  trigonometrical  tobies,  which  should  not  only  leave 
nothing  to  denre  as  regards  exactitude,  but  which  should  form  the 
vait«gt  and  most  important  monument  of  calcnktion  which  had 
ever  been  executed,  or  even  conceived.  The  logarithms  of  the 
nunbers  from  1  to  200,000  formed  a  necessary  supplement  to  this 
vork.  It  was  easy  for  M.  Prony  to  satisfy  himself  that  even  by 
snodating  with  himself  three  or  four  able  assistantB,  the  greater 
part  of  Uie  hfe  he  might  expect  would  not  sufBce  for  his  engage- 
menL  He  was  filled  with  this  melancholy  thought,  when, 
lu^ipeiUDg  to  be  in  a  bookseller's  shop,  he  saw  the  handsome 
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English  edition  of  Smith,  pnblished  in  Lrndtm  in  1776:  he 
openeS  the  work  hj  chance,  and  hit  opon  the  first  chapter  -wUA 
treato  of  the  divition  of  labour,  and  when  the  manniactiire  </ 
pins  is  quoted  as  an  example.  He  had  Kaicet^  read  the  fint 
pages,  when  by  a  kind  of  inspiration  he  cooceiTed  tJie  idea  of 
pntting  ont  his  logarithms  to  manv/aelur$,  like  pins :  he  was  then 
giving  at  the  Polytechnic  School  a  conise  of  lectures  on  a  part  (^ 
aaalysis  similar  to  this  kind  of  work,  namely,  the  method  of 
difitcrences,  and  its  ^)plication  to  interpolation.  He  went  to  spend 
some  days  in  the  country,  and  returned  to  Pbris  wi^  ttie  plan  d 
emuirmlion,  which  was  followed  in  tiie  execntion  of  it  It 
resembled  two  workshops  which  made  separately  tiie  same 
calculations,  and  serred  for  reciprocal  rerification. 

"  The  ancient  methods  of  compoting  tables  were  dtogetbv 
inapplicable  to  such  a  proceeding.  H.  Prony,  Uierefore,  wishing 
to  avail  himself  of  all  the  talent  (^  his  country  in  devising  new 
methods,  formed  the  first  section  of  those  who  were  to  take  part 
in  this  enterprise  ont  of  fire  or  sit  of  the  most  eminent 
mathematicians  of  France. 

"  First  Sectioft. — The  dnty  of  this  first  sectitHi  was  to  investi- 
gate, amongst  the  varions  analytical  expreesitme  whi<^  could  be 
fonnd  for  the  same  ftmction,  that  which  was  moat  readily  ad^iled 
to  simile  nnmerical  calcnlatiou  by  many  individuate  employed  st 
the  same  time.  This  section  had  little  or  nothing  to  do  with  the 
actnat  nnmerical  work.  When  its  labonrs  were  concluded,  the 
formnlse  on  tiie  ose  of  which  it  had  decided  were  delivered  to  the 
second  section. 

"  Second  Section. — ^This  section  consisted  of  seven  c^  eight 
persons  of  oonsiderable  acqntuntance  with  math^natics,  and  their 
dnty  was  to  convert  into  nnmbers  the  formnlse  put  into  (heir 
hands  by  the  first  section,  an  <^>eratioa  of  great  labour ;  and  then 
to  deliver  out  these  formnke  to  the  members  of  the  Uiird  section, 
and  receive  from  them  the  fini^ed  calcnlations.  The  membe»  of 
this  second  section  had  certain  means  of  veriiying  the  calcnlstaons 
witiiont  the  necessi^  of  repeating,  or  even  examining,  the  wb(4e 
of  the  work  done  by  the  third  section. 

"  Third  Section. — ^The  members  of  this  section,  whose  nnmben 
varied  from  wsty  to  eighty,  received  certtun  nnmbers  ftom  the 
second  section,  and  nsing  nothing  more  than  simple  addition  anA 
subtraction,  they  returned  to  that  section  the  tables  in  a  finished 
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state.  It  is  remarkable  that  nine-tenths  of  thie  class  had  no 
knowledge  of  arithmetic  beyond  the  two  first  rales  which  Uiey 
were  then  called  upon  to  ezemse,  and  that  these  persona  were 
nsnally  fonnd  more  correct  in  their  calcdatioDB  thui  those  who 
posBesaed  a  more  extenaire  knowledge  of  the  snbject. 

"  When  it  is  stated  that  the  tables  thos  computed  occupy 
teventeen  large  folio  Tolomes,  some  idea,  perhaps,  may  be  formed 
of  the  labour.  Front  that  part  executed  by  the  third  class,  which 
may  almost  be  termed  mechanical,  requiring  the  least  knowledge, 
and  by  for  the  greater  exertions,  the  first  dass  were  eutitely 
exempt.  8nch  latxmr  can  always  be  purchased  at  an  easy  rate. 
The  duties  of  the  second  class,  although  requiring  considerable 
skill  in  arithmetical  <q)eration,  were  yet  in  some  measure  reliered 
by  the  higher  interest  naturally  felt  in  these  more  difficult  opera- 
tioss.  The  exertions  of  the  first  class  are  not  likely  to  require 
Bfaa  another  occasion  so  mach  skill  and  labour  as  they  did  upon 
the  first  attempt  to  introduce  such  a  method;  but  when  the 
completion  of  a  calculating  engine  shall  have  produced  a  subeti- 
tnte  for  the  whole  of  the  third  section  of  computers,  the  attention 
of  aualystB  will  naturally  be  directed  to  simpliiying  its  application 
by  a  new  discussion  of  the  methods  of  converting  analylacal 
fenmtln  into  numbers." 

We  may  observe  ^t  the  same  method  of  a  division  of  labonr 
is  eminenUy  applicaUe  to  effect  a  work  which  is  one  of  the  most 
ctybg  waats  of  the  present  ,day,  namely,  a  great  Digest  of  the 
existing  Law  of  England,  as  a  preparatioa  for  a  great  national 
Code.  The  present  state  of  the  Law  of  EngUnd,  scattered 
through  many  hundreds  of  volumes  of  Statutes  and  Gases,  filled 
widi  the  most  extraordinary  contradictions  and  absurdities,  is  a 
scandal  to  a  civilised  Empire,  and  calls  loudly  for  redress,  A 
lioyal  Ocamnisdon  was,  indeed,  E4)poiuted  some  years  ago  for  the 
porpoee,  and  it  made  a  conmiencement  of  the  work,  which  it 
EQddeuly  abandoned,  for  reasons  which  were  never  explained,  but 
which  may  be  readily  imagined.  Shotdd  the  work,  however,  ever 
be  resumed,  it  can  only  be  done  efiectnally,  ecoDomically,  and 
wilhis  a  reasonable  time,  by  an  organisaliou  thoroughly  well 
planned  on  the  principle  of  the  Division  of  Labour.  And  if  this 
Were  midertaken  this  great  national  work  might  be  successfnUy 
accomplished. 
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68.  Staitk  sajB  Umt  tiie  great  increase  oS  the  qnaati^  of  work 
which,  in  conseqnenoe  of  the  diviaion  of  labour,  the  same  nnmber 
of  people  aie  caiptbh  of  perfonning  is  owing  to  three  diflbreul 
(urcnmatancea :  let,  to  die  increase  of  dexterity  in  every  particnlBT 
workman ;  2ndly,  to  the  saving  of  the  time  which  is  commonly  Imt 
in  paseing  frmn  one  apeciee  of  work  to  another ;  and  lastly  to  the 
invention  of  a  great  nmnber  of  machines  which  &cflitate  and 
abridge  labour,  and  enable  one  man  to  do  the  w^k  of  many. 

"  Firsl,  the  improvement  of  the  dexterity  of  the  worknua 
necessarily  increases  the  quantity  of  w<R'k  he  can  perform  ;  and 
the  division  of  laboor,  by  reducing  every  man's  bnainees  to  scone 
one  simple  <^>eratioD,  and  by  making  this  operatloD  the  side 
employment  of  his  life,  necessarily  increases  very  moch  Ibe 
dexterity  of  the  workman.  A  common  smith  who,  thongfa 
accnstomed  to  handle  the  hammer,  has  never  been  nsed  to  make 
nails,  if,  npon  some  particular  occasion,  be  ia  obliged  to  attanpt 
it,  will  scarce,  I  am  assured,  be  able  to  make  above  two  or  three 
handred  nails  in  a  day,  and  these,  too,  very  bad  ones.  A  nmtb 
who  has  been  accustomed  to  make  nails,  but  whose  a(At  or 
prituipal  business  has  not  been  that  of  a  nailer,  can  seldom,  with 
his  utmost  diligence,  make  more  than  eight  handred  or  a  thomawi 
nails  in  a  day.  I  have  seen  several  boys,  under  twenty  years  t£ 
age,  who  had  never  exercised  any  other  trade,  and  who,  when  they 
exerted  themsdves,  oould  make  each  of  them,  upwards  of  two 
thousand  three  hundred  nails  in  a  day.  The  mnlHTig  of  a  iia3, 
however,  is  by  no  means  one  of  the  simpleet  operations.  The 
same  person  blows  the  bellows,  stirs  or  mends  the  fire  as  there  is 
occHBion,  heata  the  iron,  and  forges  part  of  the  nail :  in  farging 
the  bead,  too,  he  is  obUged  to  change  his  tocds.  The  difitewt 
operations  into  which  the  making  of  a  pin,  or  of  a  metal  bntttm, 
is  subdivided,  are  all  of  them  much  mate  nmple;  and  the 
dexterity  of  the  person,  of  whose  life  it  has  been  the  sole  bosiaen 
to  perform  them,  is  nsoally  much  greater.  The  readily  with 
wfaidi  some  of  the  operadons  (rf  those  manufiicbires  are  per- 
formed eioeeds  what  the  human  hand  could,  by  those  who  had 
never  seen  Ihem,  be  supposed  capable  of  acquiring. 

"  Secondly,  &.e  advantage  which  is  gained  by  saving  the  tame 
commonly  lost  in  passing  from  one  sort  of  work  to  another  is 
much  greater  than  we  should  at  first  view  be  tqit  to  imagine  it. 
It  is  impossible  to  pass  very  quickly  frran  one  kind  of  woii  to 
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usothei,  Out  18  carried  on  in  &  different  place  and  quite  different 
tools.  A  conntiy  wearer  who  cnltirates  a  Bmall  jarm,  mnet  loee  a 
deal  <tf  tame  in  paaeii^  from  his  loom  to  the  field,  and  frton  the 
field  to  his  locon.  When  the  two  ta^es  can  be  carried  on  in  tbe 
game  wwk-hoose,  the  Iobb  of  time  is  no  doubt  mnch  Usa.  It  is 
even  m  this  case  something  considerable.  A  man  commonly 
Bsnnten  a  Uttle  in  tnming  his  hand  from  one  sort  of  employment 
to  anoUier.  When  the  first  begins  the  aew  work,  be  is  seldom 
reij  keen  and  hearty ;  his  mind,  as  they  say,  does  not  go  to  it, 
md  tm  some  time  he  rather  trifiee  than  applies  to  good  pstpoee. 
The  habit  of  sanntering,  and  of  indolent,  careless  applicatioQ, 
vhich  is  uatnrally,  or  rather  necessarily,  acquired  by  every  oonntry 
workman  who  is  obliged  to  change  his  work  and  his  tools  every 
half  hour,  and  apply  hie  hand  in  twenty  different  ways  almost 
eTery  day  of  his  life,  renders  him  almost  always  slowfdl  and  lasy, 
and  inc^nble  of  any  Tigorous  application,  even  on  the  most 
preiaing  occasions.  Independent,  ijierefore,  of  his  deficient^  m 
point  of  dexterity,  this  caose  alone  mnat  always  reduce  cwiaider- 
ably  tbe  quantity  of  work  whidi  he  is  jcapable  of  performing." 

Of  these  two  causes,  of  which  Smith  attributes  the  mlotidoiib 
effects  of  the  principle  (^  the  Divisioa  of  Labour,  the  first  is 
iofioiteiy  the  more  important.  In  almost  every  particular  trade 
it  takes  an  aj^trendce  many  years  of  industry  to  acquire  a  perfect 
mastery :  and  it  seems  almost  impossible  for  the  same  person  to 
BcqniiQ  the  ideas  and  halnts  necessBry  to  give  perfection  in  more 
tiian  one  trade.  Perfection  in  one  trade  often  disqualifiee  the 
bodily  organs  for  another.  The  rongh  work  of  a  carpenter,  or  a 
niason,  would  injure  the  hand  for  the  delicate  operations  of  the 
vatduuaker,  the  painter,  or  Uie  musician.  The  r^iidity  (^ 
maonal  execution  which  can  be  attained  by  loi^  habit  and 
deTotiou  to  one  occupatioti  is  marvellous.  The  same  is  true,  as 
Uill  observefl,  of  mental  as  of  bodily  operations.  If  a  man  were 
to  learn  several  trades  he  would  spend  the  greater  part  of  his  life 
in  going  through  the  necessary  apprenticeship  in  each,  and  then 
the  woik  in  each  would  be  very  imperfectly  done,  from  want  of 
time  for  the  ofcessary  practice.  How  long  would  a  person  requiie- 
to  go  through  the  112  apprenticeships  in  watchmaking  alime  ? 
And  when  112  men  had  done  that,  how  maay  complete  watdies. 
could  they  make  all  working  separately,  compared  to  the  same 
muuber  each  confined  to  his  own  separate  department  ? 
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When  we  conader  this  principle  carried  out  in  all  die  ramifica- 
tions of  trade,  we  Bee  how  the  actnal  qnantaty  of  prodnce 
obtuned  is  infinitely  angmented.by  the  diviaion  of  labour :  and  it 
also  explains  the  doctrine  that  in  an  exchange  both  aides  gain, 
which  waa  l<Hig  bo  myBteriona  a  pnszle  to  the  former  8cho(^  of 


Evea  Bapporing  that  the  Quantity  of  Labour  in  each  product 
u  equal,  as  the  PhyBiocrates  and  Ricardo  muntam,  each  ride 
gains,  becanae  the  simple  &ut  of  each  exchanging  scM&etliing  he 
does  not  want  for  something  he  does  want,  is  a  gun.  And  even 
Buppotdng  the  quantity  of  labour  in  each  prodnct  eqnal,  eadi 
obtains  what  he  wants  by  a  &r  less  amount  of  labour  than  if  he 
had  to  go  throngh  the  trouble,  labour,  and  expense  of  learaing  to 
make  it  for  himself.  He  therefore  obtains  the  reaolt  with  a  far 
less  amount  of  labour  than  he  otherwise  would :  and  that  itself  is 
a  gain.  Each  one  by  learning  one  trade  thoroughly  is  as  weU  otT 
as  if  he  bad  learnt  erery  other,  and  that  is  an  enormous  gain  to 
each  member  of  the  sodety.  Hence  we  see  the  fallacy  of  the 
reasoning  of  the  Physiocratea,  who  maintained  that  in  an  exchange 
neither  ride  gaine,  because  the  quantity  of  labour  in  eatdt  prodnct 
iB  equal ;  whereas  the  truth  is  &at  both  udee  gain,  because  eadi 
obtains  the  reanlt  he  wishes,  by  infinitely  lees  labour  than  he 
otherwise  would. 

69.  But  however  excellent  ^nith's  account  of  the  efect  of  the 
divirion  of  labour  may  be  in  increasing  the  quantity  of  produce, 
his  doctrines  as  to  its  eSedE  on  the  intelligence  and  minds  of  the 
workera  aie  most  inaccurate.  He  says' — "  Not  only  the  art  of 
the  farmer,  the  general  direcfcioa  of  the  operations  of  hosbaudiy, 
but  many  inferior  branches  of  country  labour,  require  mnch  more 
skill  and  e2|)erienoe  than  the  greater  part  of  mechanic  trades. 
The  man  who  works  upon  brass  and  iron,  works  with  instruments 
and  upon  materials  of  which  the  temper  is  always  the  same,  w 
very  nearly  the  same.  But  the  man  who  ploughs  the  gronnd  with 
a  team  of  horses  or  oxen  works  with  instruments  of  which  the 
health,  strength,  and  temper  are  veiy  different  upon  different 
occasions.  The  condition  of  the  materials  he  works  apon,  too,  is 
as  variable  as  that  of  the  instruments  which  he  works  with,  and 
both  require  to  be  managed  with  much  judgment  and  discretiaii. 

'  Wtaith  c/  Ifalioni,  B.  I.,  cA.  la 
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l%e  oommoD  plonghman,  though  geuenJlf  regarded  aa  Ae  pattern 
of  etapidily  and  ignorance,  is  seldom  defecdve  in  jndgment  or  die- 
cretion.  He  is  less  accusbnaed,  indeed,  to  Bodal  intercooTBe  than 
the  mechanic  who  livee  in  a  town.  Hia  Toice  and  language  are  more 
miconth  and  more  difficnlt  to  underBtand  by  those  wbo  are  not 
used  to  them.  His  understanding,  howerer,  being  accnatfHned 
to  ocmeider  a  greater  Taiiety  of' objects,  is  general!;  mnoh  anperior 
to  that  of  the  other,  whose  whole  attention  from  morning  till 
nii^t  is  commonly  occnpied  in  performing  one  or  two  very  simple 
operalJODS.  How  mnch  the  lower  ranks  of  people  in  the  country 
are  really  superior  to  those  of  the  town  is  well  known  to  every 
man  whom  bosinesa  or  cariosity  has  led  to  oonyerae  mnch  with 
both." 

And  again' — "  In  the  progrees  of  the  division  of  labour  the 
employment  of  the  fitr  greater  part  of  those  who  live  by  labom*, 
that  is  of  the  great  body  of  the  people,  comes  to  be  confined  to  a 
few  very  simple  operations ;  fVeqoently  to  one  or  two.  Btit  the 
nndeistanding  of  the  greater  part  of  men  are  necessarily  formed 
by  their  ordinary  employments.  The  man  whose  whole  life  is 
spent  in  performing  a  few  simple  operations,  of  which  the  effects, 
too,  are  always  the  same,  or  very  nearly  the  same,  has  no  occasion 
to  exert  his  nnderstanding  or  to  exercise  his  invention  in  finding 
out  expedients  for  removing  difficnlties  which  never  occur.  He 
natoraUy  loses,  therefore,  the  habit  of  sacb  exertion,  and  generally 
becomes  as  stnpid  and  ignorant  as  it  is  possible  for  a  homan 
b^  to  become.  The  torpor  of  bis  mind  renders  him  not  only 
inc^ble  of  relishing  or  taking  a  part  in  any  n^onal  conversa- 
tion, but  ef  conceiving  any  generous,  noble,  or  tender  sentiment, 
and,  consequently,  of  forming  any  just  judgment  concerning  many 
even  of  the  ordinary  duties  of  private  life.  Of  the  great  and 
extensive  interests  of  his  country  he  is  altogether  incapable  of 
judging;  and  unless  very  particular  pains  have  been  taken  to 
render  him  otherwise,  he  is  equally  incapable  of  defending  bis 
ooimtry  in  war.  The  miiformity  of  his  stationary  life  naturally 
corrupts  the  courage  of  his  mind,  and  makes  him  regard  with 
abhorrence  the  irregular,  uncertun,  and  adventurous  life  of  a 
soldier.  It  corrupts  even  the  activity  of  hie  body,  and  renders 
him  incapable  of  exerting  his  strength  with  vigour  and  perseve- 
rance in  any  other  employment  tlian  that  to  which  he  has  been 
■   WiaUh  of  Satiau,  B.  V.,  ci.  1. 


tzsd  by  Google 


174  PBIHCIPLBS  OP  BCOWMHCS.  Cb*p.  Xm. 

bred.  Hifl  dexterity  at  his  own  particniar  trade  Beem  in  Aia 
mumer  to  be  acquired  at  tbe  expense  of  his  inteQectaal,  sodal, 
and  martial  Tirtoes.  But  in  every  improved  and  civiliBed  Bociety 
ttm  is  the  state  into  i^ich  the  lidbonrii^  poor,  that  is,  the  great 
body  of  the  people,  must  neoessarilf  fall,  miless  GoTemment  takei 
•one  pains  to  prevent  it." 

Other  writers  have  repeated  theee  Ingnbrions  doctrines,  bnt  3ay 
has  punted  oat  that  they  are  to  be  received  with  great  qnaHfica- 
tions :  and  UcGnlloch  has  very  severely  and  jnstly  controverted 
these  BflsertioDB  of  Smith's  as  contrary  to  the  plainest  experience.— 
"  There  is  no  gronnd  whatever  for  the  notion  that  agricnltoi^ 
laboorers  are  more  intelUgent  than  tlioee  employed  in  manoi^iira 
and  commerce,  or  that  the  fecnlties  of  the  latter  are  impidred  in 
consequence  of  their  being  generally  conimed  to  pardcolar 
callings.  The  fact  is,  indeed,  completely  and  distinctly  the 
reverse;  the  mannfectoring  popnlatioa  being  uniformly  better 
inibrmed  than  the  agricnltarul,  and  their  intelligence  harin^ 
improved  according  to  the  increase  of  their  nnmbers,  and  the 
greater  sabdivision  of  their  employments.  The  notion  th«t 
mannfttctnres  are  hostile  to  the  social  and  martial  virtnes  of  the 
workpe<^le  engaged  in  canying  them  on,  is,  if  possible,  still  more 
erroneooB.  The  cities  and  conntries  both  in  ancient  and  modera 
times  that  have  been  more  distingnished  by  their  proficiency  in 
the  arts  and  in  commerce,  have  at  the  same  time  been  the  mut 
distingnished  by  their  patrioliBm  and  conr^e.  Bnt  it  is  tm- 
neceosaiy  to  travel  ont  of  Great  Britain  fer  oonclnsive  prooft  of 
the  entire  fallacy  of  eveiy  assertion  of  Dr.  Smith  in  this  pan- 
gTa{A.  Onr  mann&ctnree  have  increased  to  an  nnptecedentcd 
extent  dnring  the  last  half  century,  and  the  division  of  emploj- 
ments  is  carried  fhrther  in  England  than  in  any  other  conntry ; 
bnt  thongh  Qovemment  has  done  nothing  in  the  way  of  education, 
or  otherwise,  for  tiieir  improvement,  who  will  presnme  to  say  that 
the  people  employed  in  workshops  have  become  'stnpid  sad 
ignorant '  ? — that  they  are  less  capable  than  the  agricnltnriBts  of 
jn^ng  of  '  the  great  and  extonsive  interests  of  their  conntiy'  T— 
or  that  they  are  incapable  of  defending  it  in  war '  ?  There  is  not, 
and  there  never  was,  so  much  as  the  shadow  of  a  foundation  for  such 
impntationg.  His  giving  them  credit  is  one  of  the  few  instances 
in  which  Dr.  Smith  has  sufibred  his  judgment  to  be  swayed  by 
ancient  prejudices.    He  might  have  Imown  that  General  Elliofs 


tzsd  by  Google 


tm  THE  DIVISION  OF  LABOUB.  175 

regiment  of  light  hotse,  which  bo  highly  distingniBhed  itself 
daring  the  eeren  jeara'  war,  ma  priudpally  recmited  from  among 
the  tmlorB  of  the  metropolis.  But  as  reepeeta  the  statement  that 
mann&ctnree  weaken  the  coTp<H«al  and  martial  powers,  it  is 
neceeaary  only  to  call  to  mind  that  the  great  mann&ctnring  and 
trading  towns  ftmuBhed  by  &r  t^e  greater  portion  of  recrnits  to 
the  anny  during  tJie  late  war :  for  every  one  will  allow  that  the 
BTents  of  that  contest  proved,  beyond  dispute,  that  whatever  other 
changes  may  have  taken  {dace  in  the  habits  of  onr  people,  our 
troops  are  as  much  dietingniBhed  as  ever  fbr  capacity  to  bear 
&tigne  and  invincible  courage  and  resolution." 

The  Edighteet  experience  <tf  facts  quite  reverses  Smith's  notions 
of  the  saperiorify  of  agricultural  labourers  in  intellect  over 
artisms ;  and  the  reason  is  obvious.  Agricnltnral  labourers  are 
engaged  in  the  same  perpetual  round  of  labour,  and  they  mix 
with  but  few  persons  out  of  Uieir  own  class,  whose  ideas  and 
occnpatioaB  are  precisely  the  same.  Artisans  work  together,  and 
in  much  greater  numbers,  and  with  a  much  greater  variety  of 
employment.  They  thus  are  brought  into  contact  with  a  much 
greater  variety  of  knowledge  and  interests,  and  their  intellects  are 
Bharpened  by  the  conflict  of  opinion.  They  have  much  greater 
access  to  newspapers.  As  a  matter  of  t^,  labourers  engaged  in 
nibdiriBion  of  labour  conaiBting  of  semi-automatical  operations, 
manifest  a  higher  degree  of  mental  cultivation  than  others  whose 
occnpatlons  are  more  varied.  Hand  loom  wearerB  Btndy  geometry ; 
dweiDakras  are  proficient  in  polemics ;  tailors  especially  affect 
politics,  while  engaged  in  labour  consisting  of  simple  movements, 
chiefly  repetitions  of  motions,  all  of  whic^  are  being  superseded 
by  machinery.  The  machinery  itaelf  requires  a  higher  degree  of 
nqwuBible  attention  by  the  perBon  directing  it,  but  not  all  his 
attention,  as  asBomed  by  Smith,  who  has  overlooked  the  psycholo- 
giod  fact,  which  would  have  become  manifest  to  wider  and  closer 
obaervatjon,  that  distinct  mental  operations  may  often  go  on  better 
t'other  than  separately.  Such  labourers  in  semi -automatical 
piDcesees,  and  snperintendents,  and  workers  of  machinery,  often 
hire  persons  to  read  to  them  during  the  work,  and  employers 
commonly  find  tbe  work  go  on  the  better  tar  the  accompaniment 
of  the  second  train  oi  ideas  raised  by  the  reading,  as  the  march  of 
tile  soldier  is  improved  by  the  excitement  of  the  imagination 
<:reated  by  mnsic.    Subdivision  of  such  labour,  instead  of  oon- 
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fining  the  mind  to  the  process,  Ubentee  it :  instead  of  depreoing 
the  mind,  gives  room  for  its  e^ansion,  and  opens  it  to  the  receptka 
of  agreeable  impresaions.  With  the  educated  vorkpeople  singing 
and  poetry  attadi  themselves  pecoliarly  to  semi-antomatica]  pro- 
OMsee.  If  a  man,  being  ctanpelled  to  earn  his  own  livelihood, 
wonld  stndf ,  or  indnlge  the  imagination,  he  would  seek  foe  the 
pnrpose  a  pecnliarly  mmple  sobdivision  of  labonr. 

On  the  Rate  or  Waqis  and  the  Oosr  of  Labodb. 

60.  Bicardo  affirms  in  his'  dt^matio  way  that  Profite  A«^& 
ezclnsiTel]'  on  Wages :  that  as  Wages  rise  Profits  mnst  fiJI,  and 
vk»  vereA :  we  hare  already  shewn  that  this  is  a  plain  arithmetica] 
earor,  and  that  Wages  and  Profite  may  both  rise  and  fall  togtilKr. 

The  term  Wages,  however,  is  very  apt  to  deceive.  lUcarfo, 
indeed,  noticed  incidentally  that  there  are  different  qnalitiea  of 
labonr ;  bnt  he  allndes  to  different  kinds  of  labonr,  such  as  tbat 
of  a  worUng  jeweller  and  a  common  lab^nrer,  which  adjust  them- 
selves in  the  market.  In  speaking  of  the  same  Mod  of  laboDi, 
his  doctrine  certainly  is,  that  if  wages  rise,  profits  must  M ;  inl 
if  wages  &li,  profits  must  rise. 

This,  however,  is  a  meet  grievous  error :  and  nothing  can  I)B 
more  Madons  than  to  consider  daily  wages  as  the  measure  of  the 
cost  of  executing  work,  or  as  govemit^  Profits ;  and,  as  lb. 
Brassey  says,  it  is  quite  possible  that  work  may  be  more  cheaply 
ezecat«d  by  the  same  workmen,  notwithstanding  that  their  ngta 
have  been  lai^ely  increased. 

He  gives  as  instances' — "At  the  commencement  of  the  cob- 
stmction  of  the  North  Devon  Bailway  the  wages  of  the  labonien 
were  2s,  a  day.  During  the  progresa  of  the  work  Uieir  wagw 
were  increased  to  2s.  6d.  and  Ss.  a  day.  Nevertheless,  it  wai 
found  that  the  work  was  executed  more  cheaply  when  the  men 
were  earning  the  higher  rate  of  wages  than  when  tiiey  were  paid 
the  lower  rate.  Again,  in  London,  in  carrying  out  a  part  (tf  ^ 
Metropolitan  Dndnage  Works  in  Oxford  Street,  the  wages  of  Hie 
bricklayers  were  gradually  raised  from  6s.  to  10s.  per  day:  yet  it 
was  found  that  the  brickwork  was  constructed  at  a  che^>er  lata 
per  cubic  yard  after  the  wages  of  the  workmen  had  been  raised  to 
10s.  than  when  tJtey  were  paid  at  the  rate  of  6b.  a  day." 
>  WotI  and  Waga,  A.  8. 
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In  makitig  the  Paria  and  Rotten  Bulwa^  ten  thoDsand  men 
were  employed,  of  which  fonr  thomand  were  English.  The 
BngUeh  narviea  were  paid  5b.  a  daj,  while  the  Frendi  were  paid 
3a.  6d.  B  day ;  jet  it  was  fotmd,  on  comparing  the  coBt  of  two 
adjacent  csttings  in  precisely  similar  circom^nces,  that  the 
excsTBtion  was  made  at  a  Iowa*  ooet  per  cubic  yard  by  the  Engliah 
naTTiea  than  by  the  French. 

In  the  same  quarry  at  BonniJres  in  which  Frenchmen,  Irish- 
men, u)d  Englishmen  were  employed  side  by  sidCf  the  Frenchmen 
received  3  fruics,  the  Irishmen  4,  and  the  Englishmen  6  francs  a 
day.  At  tliese  different  rates  the  Englishman  was  found  to  be  the 
iDCBt  adrantageous  workman  of  the  three.^ 

"Both  English  and  French  masons  were  empbyed  in  large 
mnnbeTs  on  the  Aldeniey  breakwater  in  1852.  The  Englishmen 
tamed  5s.  6d.  to  6s.,  and  as  a  general  rule  they  made  Is.  a  day 
more  than  the  Frenchmen,  whose  average  earnings  did  not  exceed 
4s.  a  day. 

"  It  has  been  many  times  stated  in  the  course  of  this  work  that 
from  superior  skill  or  greater  energy,  the  more  highly  paid  work- 
man will  in  many,  perhaps  in  most,  cases  turn  out  a  greater 
amount  of  work  in  proportion  to  the  wages  he  receives.  An 
<q)portanity  occurred  some  years  ago,  doring  the  construction  of 
tiie  refreshment  room  at  Basingstoke,  for  testing  this  probl^n 
with  great  accuracy.  On  one  side  of  the  station  a  London 
bricklayer  was  employed  at  5s.  fid.  a  day,  and  on  the  other  two 
country  bricklayers  at  8s.  fid.  a  day.  It  was  found,  by  measnring 
the  amount  of  work  performed,  without  the  knowledge  of  the 
men  employed,  that  the  one  London  bricklayer  laid,  without 
nndoe  exertion,  more  bricks  in  a  day -than  his  two  less  skilAil 
arantry  follow  labourers. 

"  On  the  Grand  Trunk  Ittulway  a  number  of  French-Canadian 
labouiets  were  employed.  Their  wages  were  ta.  fid.  a  day,  while 
the  Englishmen  received  from  5s.  to  fis.  a  day ;  bnt  it  was  fonnd 
that  the  English  did  the  greatest  amount  of  work  for  the 
money." 

The  same  results  are  obserred  in  other  branches  of  industry. 

The  shipbuilders  of  Bordeaux,  Marseilles,  and  Nantes  described 

the  coU^ne  of  their  trade  in  France,  and  the  impossibility  of 

cnapeting  in  point  of  price  with  the  English  shipbuilders ;  and 

■   IVorl  and  Wagt*,  p.  B3. 
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jet  tiie  wages  of  ±e  English  workmen  were  in  moBt  casn  neiAy 
doable  tihat  of  ttie  French. 

"  Mr.  BedgrsTe,  one  of  Her  Hajesl^'B  Inspectors  of  Factoriei; 
Bays  that,,  while  the  foreigner  is  nnder  the  same  condit^oiui,  ae  to 
the  raw  material,  as  the  E&gliah  miuiiiiactarer,  and  his  foel  n 
more  expensire,  his  workpeople  do  not  work  with  the  same  Tigmr 
and  steadinesB  as  Englishmen.  Consequently,  ihe  same  nombtr 
of  operatjTBs,  employed  npon  the  same  machinery,  do  not  ptodnce 
the  same  qnaoU^  of  yam  as  in  this  oonntiy.  ■  All  the  evideoGe 
that  has  come  before  me,'  he  Bays, '  has  gone  to  prore  that  there 
is  a  great  preponderance  in  &Tonr  of  this  comitsy.  Ccanpariig 
the  work  of  a  British  with  a  foreign  spinner,  the  avetagB  Dimtber 
of  persons  employed  to  spindlea  is — in  France,  one  penon  to 
fbnrteen  ^indies :  in  BasBia,  one  to  twenty-«i^t  qiindles:  in 
Prussia,  one  to  thirty-seven ;  in  Great  Britain,  one  to  aeTenty-fbnr. 
Bat  I  ooold  find  many  cotton  spianing  foctoriee  in  my  district,  in 
which  mules  oontaimng  2,200  spindles  are  managed  by  one  mindtf 
and  two  assistants.'  '  I  have  been  recently  told,'  he  oontannei, 
'  by  one  who  bad  been  an  English  manager  in  a  fact«»y  at 
Oldenbnrgfa,  that  though  the  honrs  of  work  were  &csn  5.80  ajn. 
to  8  pjn.  erety  day,  only  abont  the  same  weight  of  woik  nt 
tnmed  off  nnder  English  oveiiookers  as  would  be  prodnced  in  • 
working  day  ttom  6  ajn.  6  pjn.  in  this  country.  Under  German 
overlookers  the  produce  was  much  lees.  The  wages  were  fi%  per 
cent,  less  in  many  cases  than  in  England ;  but  the  number  of 
hands,  in  proportion  to  machinery,  was  mnch  larger.  In  Bomo 
deportments  it  was  in  the  proportdon  of  five  to  three.  In  Bii»> 
the  inefBdency  of  the  foreign,  as  compared  with  the  labour  (^ 
the  English  operatives,  is  even  more  strikingly  manifested,  for,  en 
a  comparison  of  the  wages,  shpposing  the  Bussiaii  operatives  to 
work  only  sixty  hours  a  week  as  they  do  in  England,  instead  of 
seventy-five  hotirs  a  week  as  they  do  in  Russia,  their  wages  voold 
not  be  one-fourth  the  amount  earned  in  England," 

Mr.  Wells  says — "  Whereas  female  labooi  in  the  cotton  maon- 
foctm«  is  paid  at  ftom  12s.  to  158.  a  week  in  Great  Britain ;  at 
from  7a.  8d.  to  9b.  7d.  in  France,  Selginm,  and  Germany ;  st 
Arom  2s.  4d.  to  2b.  lid.  in  Bnsda ;  the  one  thing  which  is  most 
dreaded  by  the  continental  mann&ctdrers  everywhere  is  BTifJsh 
competition.  The  demand  for  protectaoa  is  loudest  in  France, 
Austria,  and   Bnssia,  where   the  aven^  wt^es   reach  their 
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80  it  is  said  b;  Jones — "  Two  Middlesex  mmrers  will  mow  in  a 
d&7  as  mach  grass  as  six  Rossi&n  serfe,  and  in  spite  of  the  dear- 
neea  of  provifflons  in  England  and  their  cheapness  in  Russia,  the 
mowing  of  a  quantity  of  hay,  which  would  cost  the  EngUsh 
bnner  half  a  copeck,  will  ooet  the  RosBian  proprietor  three  or 
tnir  copecks."  The  Pmasian  Councillor  of  State,  Jacobi,  is 
eonaidered  to  hare  prored  ^t  in  Bnssia,  where  everything  ia 
(jieq),  the  labour  of  the  serf  is  donbly  as  expensive  as  that  of  the 
labonier  in  England.  In  Austria  the  labour  of  a  serf  is  one-third 
of  that  of  a  ft%e  hired  labourer. 

Precisely  Uie  same  impossibility  of  determining  the  actual  cost 
of  labour  by  the  nominal  rate  of  wages  is  as  fully  shewn  by  the 
experience  of  the  shipowner  as  by  that  of  the  manufacturer. 

"  The  wages  of  shipwrights  and  the  pay  of  seamen  are  mnch 
iiKH«  moderate  in  France  tiian  with  na.  Yet  the  cost  of  building 
■hips  is  ten  per  cent,  greater  in  France  than  in  England ;  and  the 
ngte  of  a  French  o«w,  in  consequence  of  their  greater  number, 
inTdTB  an  ^tpenditnre  fi>r  manning  twenty-five  per  cent  greater 
than  the  corresponding  expense  in  an  English  ship. 

"  If,  on  tlte  other  hand,  we  compare  (he  cost  of  manning  an 
Ammcan  ahip  with  the  cost  of  manning  an  English  ship,  we 
■hsU  tee  how  onr  comparatively  dieaper  labour  makes  us  more 
pndigBl  in  the  use  of  it.  The  average  proportion  of  seamen  in 
10  EnglJEdi  ship  is  one  man  to  every  fifteen  tons ;  in  an  American 
ship  it  is  one  man  to  every  twenty-five  tons." 

Ve  have  merely  taken  these  few  samples  from  Hr,  Brassey's 
■Dtereeting  little  work  Work  and  Wagei,  which  containB  much 
which  may  be  asefal  to  all  persons  who  consider  these  questions. 

On  MOSg  fourth  fundamer^al  proposition  regarding  Capital, 

61.  We  think  tiiat  it  is  now  the  fitting  place  to  discuss  a 
^*!trine  of  Hin's  wMdi  we  reserved  in  a  former  chapter.* 

Mill  layg  down  fbur  fundamental  propositions  r^^rding  Capi- 
H  of  which  the  first  three  are  as  follows : — 

!■    That  industry  is  limited  by  Capital. 

2,    That  all  Capital  is  the  result  of  saving. 

3'    That,  although  saved,  and  the  result  of  saving,  all  Coital 
u  iKTerUieleaB  consumed,  i.  e.,  deetioyed. 
<  roL  /.,<«.  4,  s  so. 
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JIow,  with  re^)ect  to  liie  firtt  of  thew  propoeitioiis,  we  hsTB 
shewn  that  unlees  Credit  be  admitted  to  be  (^pitol,  it  is  wfafdlj 
nntme.  Becanee  at  leaat  ninety-nine  hnndredthB  of  indnsti;  in 
this  oonati7  is  oarried  on  by  means  of  CrediL  If  Credit  be 
admitted  to  be  Ca^Htal,  the  propostitm  is  nearer  the  troth ;  and 
it  would  be  still  nearer  the  bmth  to  say  that  indnstry  is  limited  bf 
Profit :  becaoBe  in  this  oonntij  wherever  there  is  pir^t  to  be 
made,  it  can  always  be  anticipated,  and  utilised  as  Coital,  by 
means  of  Credit, 

With  respect  to  the  second  of  these  propoeitionB,  we  Iutd 
abundantly  demonstrated  that  it  is  nntme.  It  is  only  aom»,  but 
not  all,  Capital  that  is  the  result  of  saving.  Every  Lawyer  and 
Eoonomist,  including  Smith,  Say,  and  Mill  himself,  have  included 
Bank  Notes  and  other  forms  of  Credit  under  Capital.  No* 
Credit  is  not  the  result  of  saving ;  it  is  a  Right  npon  tlie  yUwv. 
We  have  moreover  given  namerona  other  examples  oS  things 
being  used  as  Capital  which  are  not  the  resnlt  of  savii^. 

We  have  shewn  that  the  tbA-d  proposition  is  equally  unlnie.  It 
is  only  iorne,  and  not  all.  Capital  which  is  destroyed. 

We  now  come  to  Mill's /(?urM  pnqmeition,  which  oi^nated  with 
Ricardo,  and  has  been  adopted  by  his  idolaters,  McCullocb  oA 
Mill.  The  proposition  is  this — "What  snpports  and  empb^ 
productive  labour,  is  the  capital  expended  in  setting  it  to  wo^ 
and  not  the  demand  of  purchasers  for  the  produce  of  labour  when 
completed.    Demand  for  commodities  is  not  demand  fw  labour." 

Now,  upon  looking  at  these  words,  they  may  be  said  to  be  a 
simple  truism.  Of  course,  if  we  bay  a  conunodity  in  a  shop,  we 
demand  the  commodity,  we  do  not  demand  iJie  labour.  Bat  of 
what  practical  consequence  this  can  be  it  wonld  be  difficult  to 
conceive.  Mr.  Longe  says  it  is  like  saying  that  a  demand  for  beef 
is  not  a  demand  for  osen.  When  a  purchaser  buys  sometlung  in 
a  shop,  of  course,  he  does  not  employ  the  labour  himself  directly ; 
but  he  pnts  into  the  shopkeeper's  h^ids  the  price  of  it,  which  the 
shopkeeper  may  employ  as  wages  in  paying  the  workmen  to 
produce  a  similar  article  to  replace  the  one  th^  is  sold :  and  so  on 
in  snccession ;  every  sncceeding  pmxihaser  puts  the  price  rf  evsy 
successive  piodact  into  the  shopkeeper's  hands  to  be  employed  in 
buying  labour  as  long  as  the  demand  for  the  article  conlinnee. 
This,  as  appears  to  us,  is  eminently  a  case  where  tlie  maxim,  ^ 
facil  per  alfum  facU  per  ae,  applies.    And  what  practical  OHue- 
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qnence  to  the  laboaring  clasKB  it  can  be  vhether  the  poichun 
enqilofB  ^em  directl;  himael^  by  paTJng  them  to  prodnoe  the 
aitide,  <x  pajB  them  through  the  medimn  of  the  shopkeeper,  it 
vDoId  be  diflScnlt  to  diMover. 

NerertheleaB,  as  Mill  and  his  foUowen  attribute  estraordinar; 
tnqxHtance  to  this  doctrine,  we  shall  lay  before  our  readen  what 
he  mjs,  and  leave  lh«n  to  judge  fa  themselrea' — 

"The  demand  for  oonunoditiee  determines  in  what  partictdar 
branch  of  production  the  \ai)Ova  and  capital  shall  be  emptoyed ;  it 
determines  (he  direetum  of  the  labonr ;  bnt  not  the  more  or  less  of 
the  labonr  itself,  or  of  the  maintenance  or  payment  of  the  Uxmr. 
These  depend  on  the  amonnt  of  the  capital,  or  other  ftinds  [what 
&uidi?]  directly  devoted  to  the  Bnstenance  and  remimeration  of 
labonr. 

"  Siqipoae,  for  instancy  that  there  is  a  demand  fbr  velvet  (  a 
ftmd  ready  to  be  laid  ont  in  buying  velvet,  bnt  no  capital  to 
establish  the  mannfectnre.  It  is  of  no  conseqn^ce  how  great  (he 
demand  may  be,  nnless  coital  be  attracted  into  the  occapation 
there  will  be  no  velvet  made,  and,  conaequestly,  none  bought; 
DQleaB  indeed  the  desire  of  the  intending  purchaser  for  it  is  so 
■bnmg  that  he  employs  part  of  the  price  he  would  have  pud  for 
it  m  making  advances  to  wwkpeople,  that  they  may  empk^ 
themadvea  in  making  velvet :  that  is,  onleas  he  converts  part  of 
his  income  into  c^>ita],  and  invests  that  capital  in  the  mann- 
bctore." 

We  may  observe  that  in  sach  a  case  he  wonld  not  convert  his 
innnne  into  capital,  onlees  he  intended  to  sell  the  velvet  with  a 
P«£t.  If  he  intended  to  nse  the  velvet  himself,  what  he  paid 
nmld  be  income.  If  a  purchaser  bnys  goods  from  a  eht^keeper 
the  shopkeeper  converts  tiie  money  into  capital  by  baying  a  fresh 
stock  of  goods  to  sell  with  a  profit 

Hill  proceeds — "  Let  as  now  roveree  the  hypothesis,  and 
nq^ose  that  there  is  plenty  of  capital  ready  for  making  velvet, 
hot  00  demand.  Velvet  will  not  be  made ;  bnt  there  is  no 
futicolar  preference  on  the  part  of  capital  for  making  velveL 
MaQnfBctiirers  and  labourers  do  not  produce  for  the  pleasure  of 
(heir  coetomets,  bnt  for  the  supply  of  their  own  wants,  and  having 
till  the  capital  and  the  labour,  which  are  the  easentials  of  pro- 
duction, they  can  either  produce  somctliiiig  else  which  is  in 
1  IMneiplet  o/  rbUiical  Eemums.  B.  I.,  eft.  6,  {  9. 
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demand,  or,  if  there  be  no  other  dem&nd,  the;  thetnselveB  hsre 
one,  and  can  produce  tiie  things  which  they  want  for  their  Ofm 
consomption.  So  that  the  employment  afforded  to  labour  does 
not  depend  on  the  parchaseni,  but  npon  the  cupitaL  I  am,  it 
course,  not  taking  into  connderatjon  the  effecte  c^  a  sadden 
change.  If  the  demand  ceases  onexpectedly,  after  the  oommodi^ 
to  supply  it  is  already  produced,  this  introduoes  a  diflferent  ^ 
ment  into  the  question :  the  capital  has  actually  been  consumed 
in  producing  something  which  nobody  wants  or  nees,  and  it  his, 
therefore,  perished,  and  the  employment  which  it  gave  to  labour 
is  at  an  ead,  not  becauBe  there  is  no  longer  a  demand,  but  becanw 
(here  is  no  longer  a  ot^ital." 

Now,  in  the  last  passes  what  does  "  C^iital "  mean  7  Is  it 
the  wages  paid  to  the  workmen,  ot'  is  it  the  product,  fin-  whicfa 
Ihete  ia  no  demand?  If  tiie  wagee  be  the  a^ital,  they  do  exist: 
they  exist  in  the  hands  of  the  persons  to  whom  they  were  paid; 
and  these  persons  may  use  them  as  Income  or  CE^itol  exacts  « 
they  please.  If  the  product  be  (he  capital,  it,  of  course,  ceasee  to 
be  capital  iriien  no  one  will  buy  it  But  {^  what  oonsequence  is 
that  to  the  labourers?  Mill  himself  says  that  a  demand  ibr 
products  is  not  a  demand  for  labour :  therefore,  acctnding  to  lus 
own  doctrine,  whether  there  be  a  demand  for  the  product  or  do^ 
it  can  in  no  way  affect  the  labourers.  If  the  workmen  are  paid 
for  their  labour,  what  does  it  matter  to  Uiem  what  becomes  of  its 
produce?  The  fund  which  paid  (tiem  is  not  destroyed;  it 
remains  in  existence  to  effect  endless  exchanges  in  snooeaBioo. 
How  this  case  helps  on  Mill's  argument  it  is  impossible  to  peroeire. 

He  proceeds — "  This  case,  therefore,  does  not  test  the  i»inciple. 
The  proper  test  is  to  suppose  that  (he  change  is  gradnal  and 
foreseen,  and  is  attended  with  no  waste  of  capital,  the  manufoctnn 
being  disoontmned  by  merely  not  replacing  the  machinery  a  it 
wears  out,  and  not  reinvesting  the  money  as  it  comes  in  from  6m 
sale  of  the  produce.  The  capital  is  thus  ready  for  a  new  empli?- 
ment  in  which  it  will  maintain  as  mudi  labour  as  before.    .    .   • 

"This  theorem,  that  to  purchase  produce  is  not  to  employ 
labour;  thai  tht  demand  for  labour  ig  constituled  by  the  tct^ 
which  precede  the  production,  and  not  by  the  demand  which  mij 
exist  for  the  commodities  reenlting  from  the  production,  is  > 
proposition  which  greatly  needs  all  the  illustration  it  can  receiTe. 
It  is  to  common    appreheoElon  a  parados;    and  even  among 
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political  economiats  of  repntatkn,  I  can  hardly  point  to  any 
except  Mr.  Bicordo  and  M.  Say,  who  have  kept  it  oonstantly  and 
steadily  in  view.  Almost  all  others  occaaionally  express  them- 
selTea  aa  if  a  perBon  vlio  buys  commodities,  the  produce  of 
labour,  waa  on  employer  of  labonr,  and  created  a  demand  for  it 
as  real^  and  in  the  same  sense  aa  if  he  bonght  the  labour  itself 
directly,  l^  the  payment  of  wages.  It  is  no  vonder  that  political 
eocHxany  adTanoes  slovly,  when  ^ch  a  question  as  this  remains 
q>eD  at  its  very  liu'eehold." 

Ve  think,  but  we  are  by  no  means  sure,  that  we  hsTe  now  Bomo 
glimmer  of  UiU'a  meaning  in  the  preceding  paragrapha.  He  says 
that  if  there  be  a  fimd  ready  to  bny  velvet,  but  no  capital  to 
ntsUiah  a  mannfoctnre,  no  velvet  can  be  bonght  because  there  is 
nana  made.  To  take  a  more  &miliar  instance  which  we  have 
already  considered.  Scotland,  before  the  introduction  of  credit, 
had  ahdudance  of  fertile  land,  and  (^  unemployed  people,  but  no 
capital  to  serve  as  wages  in  paying  them  to  till  and  bow  the  land. 
Kow,  of  course,  there  waa  always  a  demand  for  corn ;  but  the 
Bcotch  proprietois  could  grow  no  com  because  they  had  no  c^tital 
to  pay  aa  wages  before  the  com  was  produced,  and  they  coold  get 
DO  c^tal  because  ihey  had  no  com  to  sell.  They  were,  therefore, 
ia  a  deadlock :  if  they  could  once  get  a  crop  sown,  that  crop 
would  produce  the  capital  to  continue  the  crop  for  ever.  The  real 
difficulty  was  to  start  the  opo^oa,  which,  aa  Mill  truly  aay^ 
conid  not  be  eet  agoing  without  capital  spent  aa  wages  [nreviooa  to 
obtuning  the  produce.  Ck  n'ett  que  le  premier  pae  qta  coule.  In 
&ct,  the  com  was  waitii^  for  the  wages,  and  the  wages  were 
vaitii^  for  the  com.  It  waa  aa  £coDomic  position  just  like  that 
of  the  two  heroea — 

"The  Earl  ot  Cbatbam,  «rith  hin  Mbre  dxawn, 

Wu  w^tinf!  for  Sir  Biohard  StcHhan ; 

Sii  Riohaid,  eager  to  be  at  'em. 

Was  waitiiig  for  the  Eul  of  Ohatliam." 
No  doubt  there  is  the  difBcnlty,  aa  Mill  says :  but  we  have  aheady 
pointed  out  how  this  difficulty  is  obviated,  and  the  hiatus 
bridged  over.  It  is  done  by  means  of  Bank  Notes:  a  Scotch 
Bank,  seeing  this  state  of  matters,  establishes  a  branch  in  (he 
district,  and  advances  the  Pkbbent  YALtm  of  the  future  crops  in 
&e  form  of  its  own  Notee,  or  Credit,  and  by  this  means  the  grand 
restitt  is  obtained  of  starting  the  operation.    By  this  creation  of 
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Credit,  used  aa  wages,  the  land  is  reclaimed,  the  seed  is  sown,  and 
the  Bale  of  the  crop  provides  the  fonds  partly  to  redeem  the 
advancea,  and  partly  to  renew  the  operation,  vhich  being  once 
started  may  be  carried  on  for  ever.  Hence  the  whcrie  diffical^ 
vanishes  into  air :  and,  virtaally  speaking,  the  penon  who  bajt 
the  prodnoe  is  the  employer  of  labour,  and  creates  the  demand  in 
all  respects  as  effectually  as  if  be  himself  had  bought  the  labour 
directly,  by  the  payment  of  wages. 

UaTing  tltuB  shewn  how  this  imagtnaiy  difficulty  ia  obiiated, 
we  now  ctKue  to  more  tangible  doctrine — 

"  I  apprehend  tbal^  if  by  demand  for  labour  be  meant  Ut 
demand  by  whkh  wages  are  raited,  or  the  number  of  labounrt  m 
mrg}loyment  mcreaeed,  demand  for  eommediliet  doee  not  conttilak 
demand  for  labour." 

Such  an  assertion  is  so  contrary  to  the  plainest  experience  that 
it  is  amazing  tliat  Mill  could  have  made  it :  and,  as  is  almwt 
invariably  Uie  case,  we  have  only  to  quote  Mill  to  coufUe  MiL 
Elsewhere  he  says' — "  It  is  a  common  saying  tJiat  wages  are  high 
when  trade  is  good.  The  demand  for  labooi  in  any  particulsi 
employment  is  more  pressing,  and  higher  wages  are  paid,  xhrn 
there  ie  a  brisk  demand  for  the  ammodUg  jn-odueed:  and  the 
contrary  when  there  is  what  is  called  a  stagnation :  then  work- 
people are  dismissed,  and  those  who  are  retained  most  submit  to 
a  redaction  of  wages :  though  in  these  cases  there  is  neitlm  man 
nor  less  capital  than  before.    This  is  true.     .    .     . 

"  A  mannfacturer  finding  a  slack  demand  for  his  commodity, 
forbears  to  employ  labourers  to  increase  a  stock  which  he  finds  it 
difficult  to  dispose  of:  or  if  he  goes  on  until  all  his  capital  is 
locked  up  in  unsold  goods,  then,  at  least,  he  must  of  neceedtj 
pause  until  he  can  get  paid  for  some  of  them.  But  no  one 
expects  either  of  these  states  to  be  permanent;  if  he  did,  he 
would  at  the  firet  opportunity  remove  his  capital  to  some  other 
occupation,  in  which  it  would  still  continue  to  employ  labour. 
The  capital  remains  unemployed  for  a  time,  daring  whidi  the 
labour  market  is  overstocked,  and  wages  fall.  Afterwards  the 
demand  revives,  and  perhaps  becomes  unusually  brisk,  enabling 
the  manufacturer  to  sell  his  commodity  even  faster  than  he  can 
produce  it;  his  whole  capital  is  then  brought  into  complete 
efficiency,  and  if  he  is  able,  he  borrows  capital  in  addition,  which 
'  iVtRciplM  of  FMlKol  Eamomg,  £.  II.,  A.  3,  %  S. 
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would  otlierTue  hare  gone  into  eome  other  emphgrmeut  [wt 
neceaBarily  bo].  At  such  time  wages  in  his  paiidcnlar  occopatiim 
rise.  If  we  snppose,  what  in  strictness  is  not  absolutely  im- 
possible, that  one  of  these  fits  of  briskness  or  stt^nation  shottld 
affect  all  occupations  at  the  same  time,  wages  altogether  ought 
undergo  a  rise  ot  a  foil." 

Ifow  what  can  be  more  contradictory  to  tbe  doctrine  that 
"  demand  fin:  commodities  is  not  a  demand  for  labour,  and  does 
not  a&ect  wi^es,"  than  tiiese  two  last  passages  F  What  need  have 
we  to  reftite  Mill  when  he  has  dwie  so  effectually  himself? 

This  doctrine  of  UiU's  is  so  contrary  to  common  sense  that 
it  would  seem  waste  of  time  to  refute  it.  But  if  it  wanted 
refntation,  what  more  excellent  example  of  it  can  be  had  than  the 
evidence  and  report  of  the  Coal  Committee?  It  was  there 
distinctly  proved  that  the  price  of  mm  rose  immensely  from  the 
enormons  demand  for  it ;  the  immense  demand  for  iron  caused  an 
immense  demand  for  ooal,  and  accordingly  its  price  rose  im- 
mensely :  the  increased  demand  for  coal,  and  its  increased  price, 
caused  an  immense  demand  for  labourers,  and  their  wages,  too, 
rose  veiy  greatly,  thon^  not  in  proportion  to  the  rise  of  coal. 
Who  alter  this  can  say  that  a  demand  for  commodities  is  not  a 
demand  for  lidiour  F  Who  can  say  that  an  increased  demand  for 
the  commodity  does  not  lead  to  a  rise  of  wages  F  We  have 
already  shewn  that  it  10  now  well  understood  by  the  workmen 
that  the  "  wages  fund  "  is  not  existing  capital,  bat  the  Price  of 
the  commodity  produced;  and  their  w^;es  must  rise  and  fyi 
according  to  that  price.  We  have  shewn  that  agreements  are 
regularly  made  that  wages  shall  rise  and  faHi  with  the  price  of 
iron  and  coal. 

Mill's  doctrine  is  founded  on  the  exploded  follacy  of  Ricardo 
that  it  is  "  coat  of  production""  or  "  quantity  of  labour  "  which 
regnlates  Valne ;  without  at  least  denying  that  it  someHmes  does 
»,  we  have  irrefragably  proved  that  it  is  as  often  just  the  reverse : 
and  that  it  is  the  increased  price  of  the  product  which  provides 
an  increased  fond  to  bo  divided  between  masters  and  workmen : 
and  of  this  the  report  of  the  Coal  Committee  is  a  pregnant  and 
decisLTe  instance. 

We  have  thus  shewn  that  Mill's  fourth  fimdamental  propositioD 
ngarding  Capital  is  as  baseless  and  untrue  as  the  preceding  three : 
ud  therefore  it  is  wholly  onnecessary  to  consider  any  more 
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ilhistratioiJB  -be  may  give.  Bnt  there  ia  one  doctrine  of  his  to 
extraordinary  that  fre^sannot  pass  it  over — 

"  The  coDsnmer  has  been  accaatomed  to  hOj  velvet,  but  reaolTw 
to  diBcontinne  that  ^peose,  and  to  enlpl^  Hie  Bame  anntial  earn 
in  hiring  bricklaTers.  If  the  common  opinioQ  be  correct  tliit 
change  in  the  mode  of  his  expenditnre  gives  no  addidooal  oa- 
ployment  to  Ubonr,  but  only  transfers  anployment  from  velvet 
makers  to  bricklayers.  On  closer  inspection,  however,  it  wiU  be 
seen  that  there  is  an  mcreate  of  the  total  som  ^plied  to  the 
remnneration  of  labour.  The  velvet  manu&ctnrer,  Bappowng  him 
aware  of  the  diminidied  demand  for  his  commodity,  diminisha 
the  prodntAiiiD  and  seta  at  liberty  a  corresponding  portion  of  the 
capital  employed  In  -the  mannbctore.  This  cental  thus  with- 
drawn from  tlie  maintenance  of  velvet  maken,  n  not  the  same 
fond  with  that  which  the  customer  employs  in  maintainii^ 
bricklayers:  it  is  a  second  fimd.  There' are  Qurrtfor*  too  fimit 
to  Is  employed  ia  the  maintenance  (aid  rmmmeralum  of  bimr, 
wf^tn  lefore  there  woe  only  one.  There  is  not  a  transfer  tS 
employment  from  velvet  mak^B  to  bricklayers  (?)  :  tiiere  is  a 
new  employment  crested  for  bricklayeiB,  and  a  transfer  of  em- 
ployment from  velvet  makers  to  some  other  labonrers,  Dost 
probably  tiioBe  who  prodnce  the  food  and  other  things  wbidi 
the  bricklayers  consome." 

We  pause  for  onr  readers  to  examine  this  astomiding  doctrine. 
Accordii^  to  Mill,  if  all  the  bnyeis  of  commoditiea  were  snddenlj 
to  discontinne  buying  them,  and  employ  t^oee  very  funds  wbicli 
were  previooBly  nsed  in  buying  commodities  in  hiring  labonr,  it 
woald  donble  Uie  labour  fimd  1 1  Is  it  necessary  to  point  oat  the 
obvious  arithmetical  blander  on  which  it  rests  ?  The  reader  wiU 
perceive  that  by  UiU's  own  snppoflition  the  velvet  makers  are  left 
unemployed.  The  labourers  who  are  called  iqx>n  to  provide  the 
food  and  necessaries  for  the  brii^layers,  previously  provided  that 
food  for  the  velvet  makers.  Of  course,  if  the  v^vet  makers  are 
left  without  wages  they  must  starve,  and  cannot  buy  fbod :  but 
the  bricklayers  can,  beiBQse  the  very  fond  which  formeriy  bongbt 
tJie  velvet  makers'  food  is  now  given  to  the  bricklayers,  and  Ix^ 
their  food.  To  the  producers  of  food  it  makes  no  difffercMB 
whether  they  sell  it  to  bricklayers  or  velvet  makers.  Bat  by 
Hill's  arrangement  he  has  simply  taken  away  the  flrnds  from  the 
velvet  makers,  whom  he  has  left  to  starve,  and  given  them  to  ^ 
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bricUayeiB,  and  hy  doing  this  he  says  the  labonr  fdnd  is  doubled  1 1 
It  is  plain  that  so  fer  as  regards  the  fbod-prodncers  it  is  onlj 
sobBtitating  bricklayeiB  for  relvet  makers^  and  there  is  therefore 
no  increased  demand  for  food.  Thus,  according  to  Mill,  to  t^e 
away  a  fond  from  one  let  of  penons,  and  bo  give  the  very  same 
fimd  to  another  get,  itf  to  Suble  the  fondtl  Moat  wonderfiil 
k^ !    This  is  tndy  the  discovery  of  the  Philoeopher'e  Stone. 

We  have  now  found  (lie  grand  secret  to  multiply  a  fimd  any 
nnmber  of  dmes.  According  to  this  doctrine,  robbing  Peter  to 
pay  Paul  donUes  the  fond.  If  tatdng  away  the  fond  from  Telvet 
makers  and  gmng  it  to  bricklayera  dcmbUt  the  fond,  then  taking 
it  away  firom  Imcklayen  and  giving  it  to  carpenterB,  triples  it : 
taking  it  away  from  the  carpenters  and  giving  it  to  plonghmen, 
qoadmplee  it,  and  so  on  to  any  extent.  Why  shonld  there  ever 
be  any  want  of  fonda  to  employ  labour  when  Uiey  can  be  found  mt 
eaoly,  dmply  by  taking  them  away  fVom  some  one  else  ? 

Eq)erience  suggests  to  ns  a  case  where  the  application  of  this 
doeti^  would  be  highly  satu&ctory.  When  Patm/amHiat  has 
•  lot  of  boys  damouring  for  pocket  money,  he  has  only  to  take 
half-a-crown  out  of  his  pocket  and  give  it  to  Boderick ;  Boderick 
is  paid.  Paterfiamlaa  then  takes  away  the  half-crown  from  Itode- 
i»^  and  gives  it  to  Grichton:  Orichton  is  paid.  PalafamMu 
&ea  takes  away  the  half-crown  from  Crichton  and  gives  it  to 
Keith ;  Keith  is  paid.  FaterfamHias  then  takes  away  the  half- 
cnwn  from'  Eeith  and  r^lacee  it  in  his  own  pocket.  By  Qiis 
means  each  c^  the  boys  has  been  paid  his  pocket  money,  and 
ftUu/amiUat  has  got  it  in  his  own  pocket  as  well.  It  is  possible 
flat  Boderiek,  Orichtou,  and  Keith  may  not  foUy  comprehend 
the  nature  of  this  iqwration :  at  all  eveut«,  Pater/amSiai  is  quite 
■atitfed  with  it.  If  the  boys  feel  any  difficulty  about  it,  if  they 
have  an  im^maiy  vacanqr  in  their  pockets,  where  the  half-crown 
is  not,  Paierfamiliag  simply  refers  them  to  Mill,  the  logical  Pope 
of  the  Britj^  people,  who  will  explain  to  them  quite  satis&ctorilj 
that  by  this  operation  the  fond  has  been  quadrupled,  and  that 
they  have  each  had  Ihefr  pocket  money,  and  leaves  them  to  digest 
this  elementary  lesson  in  ho^c  and  Economics  as  best  they  may.. 
And  this  is  a  principle  of  very  extensive  application ;  which  shews 
that  Ecomnnics  is  well  worth  the  study  of  ail  Pa^^imfam^arum. 

We  may,  therefore,  dismiss  Mill's  fourth  fundamental  pro- 
pootioQ  regarding  Capital  to  the  same  Umbo  as  the  other  three. 
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And  we  cannot  help  pbaerving  (hat  this  is  a  Btriking  eiainple  of 
the  fbUy  of  literaiy  men  writing  on  mbjecta  of  which  they  have 
no  knowledge.  Here  ia  a  whole  cb^ter  of  Mill,  oontaining  SO 
pages,  which  is  a  complete  mass  of  errors  in  itself,  and  on  each 
separate  part  of  it  we  have  shewn  that  Mill  has  oontradidcd 
hinuelf.  And  thns  the  jonng  stodent'e  mind  is  filled  wiUi 
emmeouB  notions  on  the  fondamentsl  principles  of  the  snbjeci, 
which  he  mnst  ntterl;  exterminate  if  be  would  nnderstand  modem 
oommetce. 

On  the  Wobeman'b  Shabe  of  tee  Pbics, 
62.  We  have  seen  that  the  rough,  coarae  statement  that  the 
"  Wages  Fond "  is  simply  existing  Capital,  and  that  the  average 
Bate  of  Wages  ia  simply  the  ratio  between  this  coital  sod 
population,  and  that  all  the  labotureis  in  the  kingdom — hiwyen, 
medical  men,  carpenters,  artists,  clerks,  ploughmen,  artiaana,  &Rr- 
sre  compelang  for  this  ftmd,  and  so  obtain  an  average  of  about 
j£2  a  year,  is  a  simple  absnidity.  Smith  long  e^  obeerred  thit 
tJie  same  piece  of  money  pays  different  petBons*  incomes  in  mc- 
ceasion' — ^"The  amount  of  tiie  metal  pieces  i^ch  are  annoallj 
paid  to  an  indlTidoal  is  often  precisely  equal  to  his  revenne,  and 
ia  npon  that  account  the  ^ortest  and  best  account  of  its  valoe. 
But  the  amount  of  the  metal  pieces  which  drcnlate  in  a  aodety 
can  never  be  equal  to  the  revenne  of  all  its  members.  M  the 
same  guinea  which  pays  the  weekly  pension  of  one  man  to-dajF 
may  pay  that  of  another  to*morrow,  and  that  of  a  third  the  day 
thereafter,  the  amount  of  the  metal  pieces  which  annually  circu- 
late in  any  country  must  always  be  of  much  less  valne  than  tlie 
whole  money  pensions  annually  paid  to  them."  If  writers  had 
only  thought  of  this  obviona  truth  of  Smith's,  they  never  wonM 
have  Cfonmitted  sncb  an  error  as  saying  that  the  average  rate  of 
wages  is  simply  the  ratio  between  population  and  capitaL  At  all 
events,  even  snppoBing  that  it  consisted  of  nothing  but  spede,  it 
would  be  the  amount  of  specie  multiplied  by  the  number  of  times 
it  is  ptud  away  in  the  course  of  the  year.  However,  even  that  is 
a  very  inadequate  account  of  the  Wages  Ftmd.  And  to  suppoae 
thiM^  the  average  rate  of  wages  is  simply  the  ratio  between  ca))ital 
and  workmen  is  as  absurd  as  to  snppose  that  the  average  price  of 
goods  is  umply  the  ratio  between  goods  and  specie. 
1   WtaltJi  0/  ifatitrnt,  B.  II.,  ck.  !. 
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Hie  true  fimd  which  providea  for  Wages,  Profits,  Bent,  Cost  of 
Uataiitls,  or  oiiTthiiig  elee,  is  the  Price  of  the  prodoct :  and  in 
case  of  necessity  this  fond  is  anticipated  by  means  of  Banking 
Credits. 

This  is  the  fond,  and,  in  ordinary  times,  this  only  is  the  Aind, 
vrtiich  Capitalists  and  Workmen  bare  to  divide  between  them :  it 
can  by  no  poeaibility  be  exceeded,  and,  of  conrse,  the  higher  the 
price,  the  greater  is  the  fimd  for  division. 

JBnt  the  whole  of  this  fond  is  not  available  ioe  diviedon ;  first  of 
aO  Uiere  most  be  deducted  a  som  anffident  to  maintain  all  &e 
filed  and  drcnlating  capital  in  efficient  repair  and  faU  working 
Older.  Then  there  mnat  be  also  deducted  a  fair  interest  on  the 
sum  invested  as  fixed  and  circulating  capital.  Eveiy  inteUigent 
workman  most  admit  that  the  capital  must  be  maintained  in  foil 
effidency,  uid  also  produce  the  average  rate  of  interest,  or  else  it 
would  be  removed  from  that  species  of  occupation  to  Bosaethiag 
else.  So  Ihe  payment  of  rent  must  also  come  out  of  it,  whidi  is 
only  another  name  for  interest  on  capital.  After  making  these 
decUictious  fh)m  the  price  of  the  product,  the  remainder  is  the 
fund  available  for  division  between  masters  and  workmen,  as  the 
revard  of  their  labour — ^labour,  of  coniee,  including  skill  as  well 
as  mBtmal  industry. 

Masters  and  workmen,  however,  often  take  different  views  as  to 
the  principle  on  which  this  fimd  shonld  be  divided. 

Ihe  masters'  view  often  is,  that  Labour  is  simply  a  commodity, 
which  has  its  market  valne  like  any  other,  governed  by  the  general 
lav  of  Demand  and  Supply :  and  that  the  workmen  have  no  right 
to  inquire  into  the  profits  which  they  make  by  their  skill  and 
fbrtsight,  or  which  may  accrue  to  them  by  a  favorable  turn  in 
the  market. 

Workmen,  however,  are  often  ftir  from  agreeing  to  this  view  of 
the  matter.  They,  or  at  least  Uie  reasonable  ones,  admit  that  the 
Ca^ntalJHt  is  entitled  to  fair  profits  on  the  capital  engaged,  and  also 
to  a  reasonable  reward  for  skill,  management,  superintendence, 
&<i.  After  that,  however,  they  think  that  the  remainder  should 
be  divided  tmiong  themselvee  as  wages. 

To  which  the  masteia  reply,  that  in  many  cases  in  certun 
trades,  the  business  is  often  carried  on  at  a  heavy  loss,  and  that  if 
the  workmen  are  to  appropriate  all  the  profits  to  themselves,  they 
Host  also  be  called  npon  to  share  the  losses :    which  is,  as  a 
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aaiiet  of  &ct,  impracticable :  and,  tlieiefore,  they  have  no  rigbt 
to  ^laie  all  the  piofite. 

In  many  caaee  where  ezpenaiTe  machlQery  ifl  emplc^ed,  like  in 
ootton  milk,  the  machineiy  moat  be  kept  going  at  any  coat,  and  is 
a  period  of  depreaaion  masters  work  at  a  heavy  daily  lose,  Buoptf 
to  prerent  the  machinery  deterioTating,  and  the  worb;>eople  faun 
starring,  and  the  necessity  of  breaking  i^  their  establishment. 
Now  if  the  workpeople  devonr  ail  the  profite  in  time  of  proeperitf, 
where  are  the  fnnds  to  come  from  to  maintain  them  in  a  period  of 
depression  ?  If  the  bees  devour  all  the  honey  in  Emnmer,  what 
is  to  feed  them  in  winter?  Hence  it  is  plainly  to  the  nal 
advantage  of  the  workpeople  themselves  that  they  should  oiot 
devour  all  the  profits  as  soon  as  they  are  made.  By  allowing 
them  to  accnmolate  in  the  hands  of  the  masters  tbey  aie  in 
reality  laying  np  an  insaranoe  fond  for  themselves  fiv  a  rainy  day. 

Now  this  portion  of  the  price  of  the  product  is  a  superior  lindt 
which  wages  cannot  permanently  exceed.  It  is  a  cast  iron  limit— 
the  result  of  the  inexorable  law  of  Demand  and  Bi^^ly  whidi 
imposes  a  saperior  Umit  on  wages. 

Now  we  may  observe  that  there  are  two  kinds  of  labonr  in 
oommeroe,  one  of  which  is  neceesaiy  to  produce  the  profit  the 
other  which  is  not. 

In  a  merchant's  office,  or  in  a  bank,  the  clerks,  serrantB,  mes- 
sengers, porters,  6cc.,  contribate  nothing  to  the  saccess  of  tits 
bUBineas.  Such  labour  as  theirs  is  subject  to  the  simple  rule  of 
Demand  and  Supply.  They  have  no  shadow  of  a  daim  to  demand 
a  share  of  the  profits ;  and  if  the  heads  of  the  establishment  give 
them  a  homu  in  a  successful  year,  that  is  mere  graoe  and  faron. 
Bo  the  servuits  of  a  raUway  oompany,  engine  drivers,  gnaida, 
porters,  and  clerks,  contribute  nothing  to  the  success  of  the  enter- 
prise. Their  labour  is  a  mere  comjnodity,  which  most  be  paid  for 
whether  the  line  pays  any  dividend  or  not.  They  have  no  more 
daim  to  have  a  share  of  the  profits  than  if  the  company  bays 
engines  and  carriages  from  ano^er  company,  that  company  naiA 
have  a  claim  to  be  paid  for  their  engines  and  carriages  according 
to  the  profits  the  railway  company  was  earning.  Such  pawns 
have  no  more  chiim  to  a  share  of  the  profits  than  domestic 
servants  would  have  to  higher  wt^es  if  their  master  were  snooessfiil 


Bnt  the  labonr  of  operatiTes,  minera,  and  artisans,  stands  on  a 
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different  footmg  sltx^Uier.  Theiir  labour,  their  skUl,  is  indispen- 
sably neceeaary,  and  conduces  directly  to  obbun  the  prodact  and 
the  profiL  Their  labour  may  juBtly  be  styled  co-operatlTe  with 
that  of  the  master :  they  are  in  reality  qnaei-partnerB  vith  the 
capitalist  in  obtainiog  tiie  profita,  and  withoiUi  them  the  profits 
coold  tut  be  made,  and  the  master  obtains  a  distinct  profit  ont  of 
the  labour  of  sach  workmen  which  he  can  eedmate  in  a  very 
different  sense  to  tiiat  of  the  labonr  of  the  (richer  daas. 

The  claim  of  snth  woiiaueQ  to  a  share  of  the  profit  which  ia 
diatiiictl]'  dne  to  Iheir  work,  stands  on  a  totally  diJEferent  footing 
tram,  tiiat  of  the  other  claas.  It  is  now  pretty  generally  recognised 
that  sach  workmen  have  an  equitable  claim  to  a  certain  share  of 
the  profit  whidi  is  the  resnlt  of  the  joint  efforts  of  the  master  and 
workmen :  though  what  that  share  ^oidd  be,  and  how  they  are  to 
obtain  it,  is  a  very  different  matter :  moreover,  it  is  &r  easier  to 
determine  in  some  kinds  of  business  than  in  others. 

63.  ISi.  Braesey  aays  that ' — "  there  is  a  maximnm  limit  aboTO 
which  wages  cannot  rise,  and  a  TniTiirgTini  below  which  Uiey  cannot 
M.  The  minimnm  is  determined  by  the  cost  of  Uving  according 
to  the  standard  adi^t«d  by  the  people.  Wages  cannot  long  con- 
tinoe  below  the  amonnt  necessary  for  the  support  of  the  labonrer 
and  his  &mily.  On  the  other  hand,  wages  cannot  long  continae 
so  hi|^  as  to  deprive  the  employer  of  a  foir  return  npon  his 
c^iUal,  and  a  reasonable  reward  for  the  application  of  his  time 
and  abilities  to  the  condnct  of  his  bnsineaB.  If  wages  exceed  the 
maximnm  limit  determined  by  the  necessity  of  fhlfilling  the 
oooditionB  enumerated,  capital  will  no  longer  be  embarked  in 
undertakings  from  which  no  adequate  return  can  be  obtained." 

What  Mr.  Brassey  says  of  the  saperior  limit  of  wages  is  true ; 
but  what  he  says  of  Uie  inferior  limit  is  subject  to  great  qoalifica- 
tioDS.  While  no  pow^  on  earth  can  raise  wages  above  the 
Biq)erior  limit,  which  is  determined  by  the  inexorable  law  of 
Demand  and  Supply,  the  inl^or  limit  is,  unfortunately,  rery 
ehatic.  If  there  is  cHdy  a  certain  amount  of  WOTk  to  be  dcme, 
and  wwkmen  persist  in  crowding  into  it,  nothing  can  prevent 
their  outbidding  one  another  and  lowering  wages :  and  as  their 
wages  go  down  wdsr  this  competition,  so  must  their  scale  of 
liring  deteriorate.    Was  it  because  potatoes  were  so  cheap  that 
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Iriflh  wages  were  bo  low  ?  Certainly  not :  it  was  the  exceBsiie 
popolatioQ  of  IrelaQd,  whose  numbers  were  multiplied  by  ■ 
viciona  aystem  of  amall  holdings,  created  for  political  purpoao, 
and  the  absence  of  an  effectiTe  poor-law,  and  the  de&dencf  of 
employment  for  them,  that  compelled  them  to  resort  to  potatoei 
fin*  snatenance,  and  we  all  know  the  conaeqnencee.  So  that,  even 
if  it  were  tme,  this  law  could  not  take  effect  until  the  very  kiweat 
and  cbeapeat  food  that  would  enpport  bmnan  lif^  were  diaooveied. 
To  say  that  scale  of  living  regulates  wages  ia  only  Izne  when  die 
law  of  Demand  and  Supply  is  called  in  to  aid  it,  and  meani  be 
taken  to  limit  the  numbera  of  workmen,  so  that  they  can  enforce 
their  demand  for  wagea  to  afford  them  superior  food.  There 
miut  be  found  some  method  of  removing  the  superfluous  Dumben. 
In  China,  as  is  well  known,  initotJcide  is  practised  to  an  eoMiiKiis 
extent:  babies  are  destroyed  with  no  more  componction  than 
young  kittens  and  puppies.  In  many  continental  States  the  matt 
rigorous  l^al  restrictions  are  placed  on  marriages ;  while  in  other 
comitries  emigration  is  the  sovereign  remedy. 

64.  A  passionate  cry,  however,  has  gone  up  from  many  working 
men  that  human  flesh  and  blood  should  not  be  treated  hke  dead 
and  senseleas  commodides,  by  the  cold  inflexible  laws  of  Denund 
and  Simply.  They,  and  many  of  their  self-appointed  advocates, 
maintain  that  they  have  an  absolute  right  to  have  ea<^  wages  u 
will  BQstain  themselves  and  their  famiUes  ia  comfort,  or,  at  leut, 
that  the  State  is  bonnd  to  provide  work  for  them.  They  abii§e 
the  science  of  Political  Economy  because  it  simply  explains  cei- 
tain  inevitable  laws  under  whidi  tbey  live,  and  whose  inflnenoe 
they  cannot  escape  &om.  The  sdence  of  Economics,  or  PoUlical 
Economy,  is  not  the  eaux  of  these  laws,  it  simply  explains  th^ii, 
as  they  exist.  To  vituperate  Eoonomica  on  account  of  bnuun 
misfortunes  is  just  as  absurd  as  to  vituperate  the  stdenoe  of 
Met^mnics  because  if  a  man  were  to  stand  under  a  falling  booK 
or  mountain  it  would  crush  him ;  or  to  viti^ierate  Uie  sdenoe  d 
Chemistry  because  if  a  man  were  to  take  a  dose  of  atsenic  a 
prussic  acid  it  would  kill  him ;  or  if  he  were  to  stand  on  a  band 
of  gunpowder  it  might  explode  and  blow  him  to  pieces ;  or  to 
vituperate  Uie  sdence  of  M!edicine  because  a  man  may  die  «rf  ■ 
fever. 

Mechanics,  Chemistry,  and  Medicine  are  not  the  cautet  of  theae 
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homai  calanudeB ;  they  only  investigate  their  canses,  and  endea- 
Tonr  to  diecorer  the  remedies  applicable  to  them.     So  Economica 
is  not  the  cause  of  human  misery ;  it  only  investigates  its  canses, 
and  points  oat  the  appropriate  remedy  by  which  it  can  be  allevia- 
ted, bo  far  as  is  conaistent  with  the  nature  of  things. 
But  men  treat  Economica  as  they  do  Fortune — 
"  Qnwt'  t  eolei,  ehe  tuito  i  posU  in  erooa 
Ptu  da  color,  ohe  le  donian  dar  lode,, 
Dandole  biumo  a  torto  e  mala  ioo«. 
Ha  alia  ■'  t  bMta,  e  «id  dod  ode."  > 
"  Thii  ii  (he  wbo  b  m  eieeratsd  b;  (boM  who  ought  rathcnr  to  gin 
h»t  pniM,  wimgfallf  Npajing  hei  with  oonM  and  malediotimi.    But 
ihs  it  blMwd,  and  headi  not  what  tbej  aaj," 

If  otdy  a  foil  and  tame  picture  of  the  evils  wbii^  erroneons 
iiKtnoes  and  practices  in  Eoonomica  have  inflicted  upon  the 
homaa  race  conld  be  presented,  men  would  hail  Economica  as 
beneficent  a  science  as  Medicine.  For,  like  Afedicine,  it  aroae 
fnan  the  study  of  the  calamities  and  miseries  of  men,  and  its 
bssineaa  is  to  explain  their  causes  and  point  ont  the  remedy. 

G5.  The  doctrine  that  human  beings  should  not  be  subject  to 
the  Dsnal  law  of  Demand  and  Supply,  and  that  eveiy  workman  is 
entiUed  to  have  work  or  wages  found  for  bim  sufficient  to  enable 
bim  to  live  and  bring  up  his  bmily  in  comfort,  is  a  very  specious 
one,  and,  under  the  name  of  the  droit  au  travail,  has  been  very 
widespread  among  our  neighbours  across  the  channel  It  has 
been  tried  there  many  times,  bat  always  with  the  most  disastrous 
nsolta,  as  we  have  shewn  elsewhere.'  Experience  and  reason, 
horever,  shew  that  it  is  entirely  erroneous.  It  is  not  mm  who  are 
pnrdiased,  bnt  their  labour:  and  their  labour  is  a  conmiodity 
■object  to  exactly  the  same  laws  of  Value  as  all  other  conmiodities. 
If  a  Shakespeare,  a  Macanlay,  or  a  Scott,  were  set  to  do  the  work 
of  a  copying  clerk,  they  would  not  be  paid  as  Shakespeare, 
^lacanlay,  or  Scott,  bnt  for  the  work  of  a  copying  clerk.  If  the 
rule  oonld  be  applied  to  labour,  it  mnat  be  also  applied  to  oota- 
-  i&oditiea.  For  how  is  Labour  paid?  Ont  of  the  price  of  the 
commodity.  If  a  labourer  ofiers  the  produce  of'  his  labour  for 
<ale,  it  is  the  demand  for  the  commodity  whidi  gives  value  to  his 
labour.  Or  if  he  is  ^d  wages  to  produce  a  commodity,  the 
'  Danle.  Itifemo,  e.  7,  91. 
*  Duttonar]/  ^  Fi/Utiaii  Scoiumi/,    Art. :  AUiien  Ifatienaux. 
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master  onlj  pays  him  those  wages  because  he  eipecte  that'  there 
will  be  a  demand  fyr  the  oommodity  j  and  he  can  only  pay  him 
wages  in  proportion  to  the  price  he  expects  to  obt^  for  Q» 
Gommodily.  Hence  we  see  what  a  palpable  abenrdi^  the 
Bicardo-Mill  doctrine  is,  that  Demand  for  commodities  is  not 
a  demand  for  labour  I  To  say,  therefore,  that  a  certain  price 
ehonld  be  fixed  for  labonr,  is  as  much  as  to  say  that  a  certain  price 
should  be  fixed  for  commodities.  An  error,  indeed,  which  long 
prevailed,  bat  which  is  now  completely  exploded.  If,  therefi^ 
the  price  of  ocanmodities  is  left  exclnslTely  to  be  governed  by  the 
law  of  Demand  and  Supply,  it  follows  as  a  necessary  and  inen- 
table  ooneeqnence  that  the  price  of  labonr  moat  be  so  too :  for  it 
is  the  expected  price  of  tlie  prodnct  which  is  the  sole  indaoement 
to  pay  wages,  and  regulates  tiieir  amount. 

But,  in  foct,  if  the  droit  au  travail  be  admitted  in  principle  at 
bU,  it  cannot  be  restricted  to  handicrailBmen.  If  ^e  shoemaks 
is  entitled  to  call  on  the  State  to  provide  him  with  shoe*  to  make, 
when  there  are  no  feet  to  wear  them ;  if  the  mason  k  entitled  ta 
call  upon  the  State  to  emfdoy  him  to  build  hottses,  when  ttiere  it 
BO  one  to  live  in  them ;  if  the  tailor  can  call  upon  the  State  to 
pay  him  to  make  endless  coats,  when  there  are  no  backs  (o  be 
covered : — why,  the  same  law  is  good  fbr  the  lawyer,  the  doctor, 
the  artist,  the  author,  tJie  editor.  Every  man  who  chooses  to 
wiapt  the  law  as  a  profession  should  have  a  certain  number  of 
brieSi  deposited  by  the  State  every  morning  on  his  breakfast 
table:  every  painter  should  be  commissioned  to  paint  endlsB 
Madonnas :  every  sculptor  should  be  employed  to  produce  per- 
petual Apollos:  every  author  should  bare  a  certain  number  of 
copies  of  his  work  <»dered  by  the  State,  which  criminals,  perh^ 
mt^t  be  sentenced  to  read :  eveiy  editor  should  have  a  certain 
number  of  copies  of  hia  paper  ordered  by  the  State ;  though  it 
might  be  somewhat  of  a  puzsle  to  apply  this  rule  to  medical  men 
and  sm'geons,  as  it  is  not  easy  to  see  how  the  State  could  provide 
patients  and  broken  limbs  at  will.  The  rule  that  is  good  fi^  one 
class  is  good  for  all  classes :  it  is  quite  absurd  at  the  present  day 
to  suppose  that  tiie  various  classes  of  society  can  be  governed  by 
different  special  laws. 

The  fallacy  which  pervades  the  French  theory  of  the  dreii  om 
travail  is  manifest.  It  demands  that  work  shall  be  found  for  the 
workmen  of  the  nature  they  are  accustomed  to.    Now,  why  is  it 
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thattJie  workmen  in  any  particnkr  trade  are  in  distreSB  ?  Because 
ihen  is  not  a  sufficient  demand  for  their  labour.  Becaufle  that 
species  of  laboor  is  over-abandant.  All  commercial  difflcolties 
arise  from  over-production,  in  one  form  or  another,  and  never  &om 
vnder-predmUon,  And  aU  commercial  difficulties  may  be  rednced 
to  this  general  form  of  expression,  that  traders  hare  provided,  or 
got  on  hand,  more  of  some  commodity  than  is  suitable  for  tbe 
drcmnstances  of  the  time.  And  ttiis  is  equally  true,  whether  it 
arises  frcmi  incantionB  speculation  in  that  particular  wticle,  or 
whether  it  arises  irom  some  great  deficien<7  in  some  great  staple 
article  of  food,  as  com.  Because,  if  through  a  great  Ae&deocy 
of  food  the  price  of  it  rises  vety  high,  and  takes  away  the  custom 
firom  other  articles  of  commerce,  which  bweiB  their  price,  and 
injures  tiieir  holders,  Btill  the  same  general  expression  is  true, 
ttiat  they  are  brought  into  trouble  by  having  more  of  certain 
ooDUDodities  than  is  suitable  to  the  drcumstancee  of  the 
lame.  And  titia  is  over-production,  no  matter  fh)m  what  causes 
it  arises.  To  provide  more  of  any  article  then,  which  is  already 
overabnndant,  can  only  aggravate  tie  evil.  What  is  really 
want«d  is  more  demand.  Sow  the  State  can,  of  course,  if  it 
pleases,  prodace,  but  it  never  can  create  demand.  Consequently 
the  only  result  which  those  who  produce,  by  extraneous  assist- 
asce,  more  than  is  wanted,  can  effect,  is  to  aggrarate  and  extend 
still  forther  the  area  of  suffering,  and  to  reduce  those  who  can 
muntain  themselves  to  the  same  state  as  those  who  are  already 
dependent  on  the  public.  Consequently,  if  the  right  to  labour  be 
admitted,  it  is  indispensably  neceesaiy  that  the  work  provided 
shoidd  be  of  some  nature  wholly  different  from  the  workman's 
Dsoal  occupation ;  and,  indeed,  it  ought  to  be  woi^  which  does  not 
come  into  competition  with  any  independent  workman.  And  this 
is  predaely  the  difference  between  the  French  droU  au  travail  and 
the  English  Poor  Law.  In  England  ths  droit  au  travail  is  ad- 
mitted. It  is  English  Law  that  if  persons  cannot  find  work  to 
mppOTt  them  they  are  entitled  to  seek  work  from  the  State. 
The  sole,  but  most  essential,  distinction  in  principle  is,  tliat  the 
French  doctrine  is  that  the  work  provided  must  be  such  as  the 
vorkman  pleases,  the  English  doctrine  is  that  it  must  be  such  as 
the  State  pleases.  This  is  enough  on  this  point  for  this  place. 
We  most  defer  any  farther  remarks  till  the  Chapter  on  Poor 
Laws. 
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66.  We  may  observe  that  Mr.  R.  Kettle,  County  Court  Judge 
of  Worcestetshire,  a  gentleman  of  great  experience  and  BnccesB  in 
adJQBting  dispntes  between  masteiB  and  men,  takee  exactly  tiie 
same  view  of  the  "  Wages  Fond"  as  we  have  set  forth  in  Uie 
preceding  paragraphs ;  that  it  is  not  simply  existiag  capital,  but 
tJie  price  of  the  prodnct.  He  says^ — "  In  tbe  old  established 
relation  between  master  and  men,  the  eiperienoe  of  many  yean 
had  fixed  the  price  at  whidi  it  was  safe  for  the  employer  to 
guarantee  full  work :  and  for  the  jomneyman  to  accept  a  certain^ 
.  rather  than  incnr  the  risk  of  independent  trading.  By  tadt 
ooQsent,  founded  npon  long  experience,  there  was  a  rate  fivm 
which  in  good  times  wages  wonld  rise,  and  in  bad  times  f&lL  In 
the  shoe  trade  variations  in  wages  were  very  small.  The  jonmey- 
man  knew  well  the  selling  price  of  the  article  he  made,  and 
what  the  material  cost,  and  he  could  easily  work  the  simple 
arithmetic  which  wonld  tell  him  his  wages  fond.  Both  parties 
knew  that  if  the  proportions  of  profit  and  wages  were  not  toAj 
adjusted  the  workman  conld,  by  the  exercise  of  a  little  thrift  and 
■elf-denial,  emancipate  himself  ^m  the  position  of  a  joomeyinaiL 
There  was  no  trouble  about  adjusting  demand  and  supply:  they 
were  convertible  terms  with  prodaction  and  consumption,  and 
these  two  were  near  neighboura,  so  that  the  work  of  the  bands 
easily  balanced  the  wants  of  the  feet. 

"  Now,  let  ns  look  at  the  factory  operative  and  the  mill-  omta 
meeting  to  make  a  bargain.  First  as  to  the  normal  rate  of  wages. 
That  will  depend  npon  how  you  constitute  the  wages  fond.  The 
most  fhiitfnl  source  of  disagreement  between  masters  and  men  at 
present  is  the  uncertainty  as  to  what  portion  of  the  exchangeable 
value  of  the  joint  product  of  labour  and  capital — tiiat  is,  of  price 
— should  go  into  the  wages  fund.  There  is  a  complete  unity  of 
interest  between  masters  and  men  throughout  the  whole  course  of 
production  and  exchange — their  interest  is  that  the  combined 
action  of  capital  and  hibour  shall  produce  as  mnch  as  possible,  snd 
that  the  product  should  exchange  for  as  high  a  price  as  poesble. 
Immediately  the  commodity  is  converted  into  price  their  interests 
diverge :  the  employer's  interest  then  is  that  a  large  portion  rf 
price  should  be  reserved  for  the  profit  fund — the  workman's  in- 
terest is  that  a  large  portion  ^onld  go  into  the  wages  ftmd."— 
"  After  making  certain  payments,  such  as  replacement  of  msterial, 
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maintenance  of  plant,  ordinary  interest  npoa  ct^iital,  preminm  to 
cover  risk,  and  that  diHpatable  item,  cost  of  management,  the 
balance  of  price  then  in  t^e  hands  of  the  master  ig  what  should  be 
dirided  between  the  wages  fimd  and  the  profit  fiind.  The  cnix  of 
the  prohlem  is,  what  portion  of  this  balance  should  be  paid  to 
each." 

And  again,  on  receiving  a  testimonial  for  his  snccessftil  arbitra- 
tion in  a  question  of  wages  at  Uiddlesborongh  in  1869,  he  said — 
"  Price  is  the  fond  ont  of  which  both  profit  and  vagea  are  paid. 
This  fimd  oomes  into  the  hands  of  the  master  for  distribution." 

Thus  we  may  now  take  it  to  be  an  exploded  &lla<7  that  the 
wages  (and  is  mmply  ezisting  capital :  it  is  the  price  of  the 
product,  subject  to  the  deductions  which  have  been  pointed  ont, 
and  the  real  qaestion  is  to  determine  how  the  balance  of  price 
may  be  most  equitably  divided  between  masters  and  men ;  and  if 
a&er  party  is  dissadafied  with  his  share,  what  remedy  is  there  for 
settling  the  point.  But  as  this  chapter  has  akeady  extended  to 
K  great  a  length,  and  the  varions  methods  whidi  have  been 
pn^Nwed  for  adjusting  the  relative  claims  of  Labour  and  Capital 
to  share  the  common  fund  ont  of  which  both  wages  and  profits  are 
paid,  will  require  much  consideration,  it  will  be  more  convenient 
to  defer  it  to  a  Aiture  ch^ter,  especially  as  such  questions  come 
more  properly  under  the  title  of  mixed  Economics,  as  they  involve 
a  combination  of  Morals  and  Economics.  The  same  observation 
is  tme  re^wcting  all  Laws  which  regnlate  the  honia  of  Labour ; 
they  involve  questions  of  Moral  duty  as  well  as  Economical  effect, 
and  will  be  more  properly  discussed  hereafter. 

67.  In  the  preceding  remarks  we  have  only  considered  Hie 
exchangeable  relations  between  labour  and  wages,  or  the  money 
paid  fbr  iL  Of  course,  the  quantity  of  money  paid  for  labour 
t^trie  no  indication  of  the  well  being  or  oomfort  of  the  labonreis. 
Tii6  real  reward  or  revenue  of  the  labonrers  consists,  not  in  the 
nutal  ot  paper  pieces  paid  to  them,  but  in  what  these  signs  or 
b^ena  will  exchange  for ;  in  the  lodging,  fbod,  clothing,  and  other 
necGSBaries  or  enjoyments  the  labonrer  can  buy  with  them.  Some 
writers,  therefore,  call  the  money  wages,  nominal  wages,  and  the 
neceasaries  and  comforts  of  life  they  will  purchase,  reaJ  wages. 
Agam,  Ricardo  speaks  of  another  kind  of  wages— ^propor/wmii 
bilges,  namely  the  proportion  of  the  produce  of  labour  which  the 
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labourer  receiTes,  and  Qiese  Tarions  kinds  of  wages,  natoraJ  wag% 
market  wages,  Dominal  wages,  real  wages,  and  propwtiocal  wages, 
are  bo  mixed  np  together  in  his  diacossions,  that  it  is  freqneotlj 
extremely  difficult  to  disentangle  these  perplexed  and  complicated 
oonuideratioaB. 

No  doubt  it  is  very  iutereetiiig  and  important  to  asoertaia  Ute 
relative  position  ot  the  labouring  clasaes,  whetiiCT  it  amelionta 
or  deteriorates  from  centiny  to  centnry .  Bnt  sncb  an  inquiry  ii 
not  precisely  Economics.  Snch  oomparisons  can  tmly  be  made  by 
obtaining  the  most  elaborate  statdstical  tables  of  the  Bate  of 
Wages  of  all  classes,  and  in  all  localities,  and  the  prices  of  all  scslfl 
of  conunodities,  aad  onnparing  them  together.  These,  no  doobt, 
are  deeply  interesting  to  the  Statesman  and  the  Economist ;  bat 
they  are  Statistics,  and  not  Economics.  The  relative  values  of 
money,  wages,  and  ctxDmodities  at  different  periods  are  etadstjcal 
fads,  and  Economics  only  investigates  the  theory,  or  the  caum 
why  they  change  tiom  time  to  time. 

In  the  same  way  it  is  no  part  of  Medical  Science  to  know  that 
there  were  all  sorta  of  hi»Tible  diseases  in  the  Middle  Ages,  black 
death,  plagne,  sweating  sicknees,  which  are  happily  nnknows  bow. 
That  is  Medical  Statistics.  It  is  the  dnty  of  Medical  Science  to 
investigate  the  eawes  of  these  MghtM  pests,  and  to  point  out  the 
remedy  for  them  if  poesiUe,  not  to  register  the  facte. 

Now  an  inqniiy  of  the  nature  spoken  of  above  wonld  not  be 
properly  within  the  purpose  of  this  work,  which  is  intended  to 
investigate  the  principles  which  determine  changes  of  value.  To 
be  of  any  use  it  wonld  require  to  be  of  very  large  extent.  &iiith 
has  given  some  slight  tables  of  the  price  of  com  and  a  few 
statistics.  Bnt  they  are  so  meagre  and  imperfect  as  to  be  of  no 
practical  ose.  Most  of  the  tables  which  have  hitherto  been  used 
by  Economists  are  now  acknowledged  to  be  entirely  onrelisUe. 
If  any  persons  wish  to  pursue  such  inquiries,  they  must  amsnlt 
Professor  Thorold  Rogers's  laborious  and  extensiTe  work,  7%t 
Hittory  of  Agriculturt  and  Price* ;  for  a  later  period  To(&e's  Hit- 
tory  of  Prices;  and  for  recent  times,  the  volnmes  of  the  Ecotwmiit 
wiU  form  an  unequalled  repertory  of  statistical  infonnation  fca  bU 
future  inquirers.  We  may  he  qmt«  certain  that  the  exchange- 
able relations  between  Labour  and  Wgges,  and  between  Wages 
and  CoiimoditJes,  are  each  govemed  by  the  same  general  la« 
of   Economics.      The  real  wages  of  the  labourer  will  always 
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incn^Be  when  the  demand  ibr  hie  labour  and  the  ratio  of  tlie 
qnimtitf  of  the  produce  to  labonrers  mcreases;  and  Oxej  will 
diminiBh  when  labonrerB  increase  &ster  than  the  demand  for 
them,  and  the  quantity  of  produce;  and  the  only  thing  is  to 
obeore  how  this  law  acts  in  any  particular  cases. 

GS.  We  must  now  bring  this  long  chapter  to  an  end,  not 
because  its  applications  are  exhausted,  but  rather,  on  the  contrary, 
because  they  are  so  extensive  and  Tarions,  that  to  exhaust  them 
would  be  &r  too  long  &«  a  general  elementary  treatise  such  as 
this.  HaTing  set  forth  the  general  principles  which  can  be  shewn 
to  apply  to  all  oases,  the  further  application  of  these  general 
[Hinciples  must  be  left  to  those  who  care  to  pursue  the  subject  more 
minutely  and  eshanstiTely.  We  may  simply  remark  Uiat,  as  of 
ereiything  else.  Demand  is  the  sole  cause  of  the  value  of  labour, 
and  of  its  produce.  It  is  Demand  only  which  causes  labour  and 
its  produce  to  be  Wealth.  In  recent  times  fitr  too  much  attention 
has  been  given  to  the  Producer,  and  far  too  little  to  the  Consumer. 
Working  mea  are  constantly  in  the  habit  of  proclaimiug  them- 
selves to  be  the  creators  of  all  Wealth.  But  working  men  are 
mt  the  creators  of  all  Wealth.  Was  it  woitii^  men  who  created 
com,  or  made  it  grow  F  Did  working  men  create  cattle  and  all 
sorts  of  flocks?  Did  working  men  ever  create  any  material 
substance  whatever?  Did  tJiey  create  the  stone  of  which  palaces 
are  bnilt?  Did  working  men  create  the  great  sciences  whidi  have 
daoB  so  much  for  mankind,  and  by  which  so  much  of  their  labour 
in  directed?  Did  they  create  the  land?  Did  they  create  the 
skill,  the  foresight,  and  the  Credit,  by  means  of  which  modem 
oommerce  is  carried  on  7  They  did  none  of  these  things.  They 
tnng  nothing  bat  their  labour  to  transform  aud  transport  the 
materials  fomished  by  nature,  to  supply  the  wants  of  others.  And 
whatever  tiiey  may  do.  It  is  not  their  labour  which  constitnteB  a 
thing  wealth,  but  the  demand  of  the  Oonsmner.  The  Prodncer 
sad  Uie  CouBomer  are  both  indiqwosably  necessary  to  each  other ; 
and  it  is  only  by  their  jmnt  action  that  anything  is  wealth. 
Wealth,  says  Arthur  Toong  most  truly,  consists  in  circulation  and 
tonnmptimi.  Of  what  nse  would  it  be  for  working  men  to  build 
miles  of  palaces  if  nobody  wanted  to  live  in  them  ?  Or  to  grow 
com  and  bake  bread,  if  there  were  no  consumerB  to  eat  it  ?  Or  to 
make  fiimitare,  clothes,  or  watehes,  if  there  were  no  one  to  buy 
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them  ?  At  every  tnm  this  tmth  meeta  na,  that  it  is  not  the 
Labour  of  the  producer  which  constitateB  a  thing  Wealth,  bnt  the 
Demand  of  the  Consumer. 

Nothing  can  be  more  sniddal  than  the  cry  ag^oet  rich  men 
which  BO  many  wild  Sodaliete  and  Commnnists  have  raised. 
Where  would  working  men  be  withont  rich  men  ?  If  a  man  has 
not  wealth  himself,  but  only  his  labour  to  Bell,  what  is  most  to  his 
advantage  7  Why,  of  course,  that  there  should  be  as  many  rid) 
men  as  possible  to  compete  for  his  labour.  If  a  man  has  notluiig 
but  his  labour  to  sell,  does  he  go  to  a  mollitade  of  panpera  lite 
himself,  who  cannot  buy  it,  or  does  he  seek  a  conconrae  of  ridi 
men  who  will  compete  for  it  F  Nothing  can  be  more  fatal  thao 
the  cry  against  (^pital  bo  ofteu  unthinkingly  uttered.  How  could 
working  men  exist  without  capital?  A  capitalist  is  s  man  wboee 
busineaB  it  is  to  rack  his  bruus  to  provide  work  for  working  men, 
and  to  give  them  their  reward  before  he  can  get  any  for  himself; 
and  often,  indeed,  he  gives  them  a  reward  and  gets  none  ftr 
himself.  If  any  one  wishes  to  see  the  effect  of  a  deatructaon  of 
capital  let  him  obeerve  the  consequences  to  working  men  of  a 
great  commerdal  crisiB  like  that  which  has  recently  taken  place  in 
the  United  States,  where  an  enormous  amount  of  Credit,  which 
served  as  wages  for  workiiig  men,  has  been  annihilated.  Working 
men  can  no  more  do  withont  capital  than  capital  can  do  without 
them ;  and  it  is  for  their  interest  that  capital  shonld  increase  md 
multiply  as  much  as  possible  to  compete  for  their  labour.  When 
working  men  complain  of  the  tyranny  of  capital,  and  the  lov 
price  of  their  labour,  it  is  not  the  tyranny  of  capital  which  is  their 
enemy,  bnt  the  tyranny  of  their  own  excessive  numbers.  Their 
interest  is  to  multiply  their  "  tyrants "  and  diminish  their  own 
numbeni.  What  they  really  want  is  more  capitalists,  more  ridi 
men,  and  fewer  working  men.  However,  we  are  happy  to  think 
thai  working  men  in  this  ootmtry  are  touched  to  a  comparatively 
small  extent  with  the  insane  phrenzy  of  the  continental  Bocialisis 
and  Communists,  whose  object  is  to  destroy  all  capital  and  ridi 
men.  Their  stn^gle  in  the  main  is  only  to  obtam  wht^  Ih^ 
consider  a  fair  division  of  the  fond  which  provides  both  wages 
and  profits.  We  shall  itt  a  subsequent  chapter  have  to  consider 
the  various  methods  proposed  to  attain  that  object. 
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CHAPTEB  XIV. 


ON  RIGHTS,  OB  INCORPOREAL  WEALTH. 

1.  We  now  come  to  that  part  of  Economics  in  which  Econo- 
mists have  hitherto  fiuled  more  completely  than  in  an;  other, 
fhan  their  want  of  knowle(^e  of  the  most  elementaiy  prindplea 
at  the  Law  of  Property.  We  have  now  to  deal  with  the  third 
^edee  of  Elcoiiomic  Qnantities,  Prodacta,  Seirices  and  BiaHTS ; 
or  as  they  may  be  otherwise  s/mboUsed  by  Money,  Labour,  and 
Cbedit. 

The  first  modem  EconomistB  said  that  aU  exchanges  are  of 
Prodacts  against  Prodncts.  This  is  evidently  incomplete,  becaose 
in  the  Teiy  mdest  state  of  society  men  perform  Berrices  and 
receiTe  some  remanerataon  for  them. 

Beccaria  said  that  all  exchanges  are  of  prodacta  against 
prodncts ;  products  against  services ;  and  of  eenicea  against 
Berrices:  and  Bastiat  sought  to  correct  the  first  mde  notions 
of  the  Physiocrates  by  saying  diat  all  exchanges  are  of  labonr 
gainst  labonr. 

Bat  snch  an  idea  of  Economics,  thongfa  somewhat  in  advance 
of  the  first,  is  only  suitable  to  the  lowest  state  of  society  like  that 
of  Australian  savages.  As  soon  as  ever  a  certain  degree  of 
civiliBation  commences,  a  third  species  of  Economic  Qn&ntitiea  is 
created,  namely.  Bights,  abstract  Bights  not  associated  with  any 
^)eci£c  tiling  or  service.  And  this  species  of  Bight,  in  a  com- 
mercial conntry  like  England  far  exeeeds  in  magnitude  the  otlier 
two  species  of  Economic  QnsntitieB. 

With  the  first  Debt  that  was  created  among  men,  a  new  species 
of  Prt^ierfy  sprang  into  existence :  and  when  this  Proper^  was 
made  saleable,  a  new  species  of  Wealth  was  created,  which  has 
prodnced  greater  effecto  on  the  fortunes  of  mankind  than  any 
other. 

So  few  remuns  of  Greek  Law  and  jarisprndence  have  come 
down  to  OS  that  we  cannot  say  whether  they  recognised  the  exists 
ence  of  Incorporeal  Property,  or  bad  any  special  name  for  it. 

There  are  several  divisions  of  Property  in  nse  among  juristA, 
tocb  B8  immoveable  and  moveable,  or,  as  they  are  frequently 
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called,  real  and  penonal ;  but  the  one  most  snitaUe  for  Gconcmka 
is  that  ^ven  in  Boman  Law' — "  Iforeover,  acme  tdnds  of  pro- 
perty (rei)  are  ooiporeel,  and  others  locorporeaL  Goiptmil 
Property  consiBta  of  those  things  which  can  b;  nataie  be  tondiel 
as  land,  a  slare,  cloUies,  gold,  silver,  and  innumerable  oOie 
things. 

"  Inoorporeal  Property  is  that  which  cannot  be  toothed,  snch  u 
those  tJJUDgs  which  oonsiBt  in  a  mere  Bight,  snch  as  an  inheri- 
tanoe,  a  osofrnct,  a  usage,  and  obligationa  in  whatever  mode 
contracted.  And  it  makes  no  difference  that  ooporeal  things  at 
included  in  an  inheritance,  becanee  also  the  froits  &om  land  an 
corporeal :  bo  also  what  is  due  to  ns  on  an  obligation  is  nsnall; 
cot^toreal ;  snch  aa  land,  a  eiave,  or  money ;  bat  the  Bight  d 
inhcdtance  itself,  the  Bight  of  enjoyment  and  die  Biohi  d 
(he  obligation,  are  InnorporeaL" 

Now,  "  Bu  "  in  Boman  Law  comprehends  eretTtbing  of  what- 
ever nature  it  may  he,  which  can  be  die  subject  matter  of  t 

BlQHT. 

And  these  Bights  are  repeatedly  declared  to  be  Wsalth  in 
Boman  Law,  Qaa — 

Digest,  60,  16,  23 — "  Under  the  name  of  wealth  (m)  csoM 
and  Bi^ta  are  inclnded." 

Digest,  50,  16,  19 — "Bights  of  action  are  also  pn^ier^  iiH 
doded  onder  *  goods '  (bonis)" 

Digest,  60,  16,  222—"  Under  the  name  of  Wealth  (PKum) 
not  only  ready  money,  bnt  all  Property  {rei),  both  inuaoreable 
and  moTeable,  both  c(»poreal  and  Bjohtb  {rura)  are  indaded." 

Bo  Ulpian,  Lib.  43  ad  Edict. — "  We  are  aocostomed  to  boy  and 
sell  debts  payable  on  a  certain  event,  or  on  a  certain  day.  Foe 
that  IB  wealth  (res)  which  may  b«  bonght  and  sold." 

Thns  saleable  Bigfabs  of  aQ  kinds  are  expreealy  inclnded  vaSa 
the  terms  "  Peamia,"  "  Bee,"  "  Bona,"  in  Boman  Law.  Though, 
as  we  shall  shwtly  shew,  there  ia  an  immensely  greater  vafiety  "I 
saleable  Bights  created  onder  modem  ciTilisation  than  existed  in 
Boman  Law. 

Bo  also  the  word  men,  merchandise,  inclnded  any  object  which 

oonld  be  transferred  from  the  seller  to  the  bnyer,  which  waB 

capable  of  being  &eely  bought  and  sold.    "  It  might  be  easier 

immoveable  or  moveable,  oorpore^  or  incorporeal,  ezisteiit  V 

1  Obw,  //.,  1»-M.    Jutl.  InttUut.,  II.,  i.    Dig.,  I.,  & 


tzsd  by  Google 


I  1]  nrCOBFOBEAL  WKALTH.  203 

noQ-ecBtent,  certain  or  nncertam,  ft  horse,  a  BigM  ^  atHon, 
Bervitode,  or  Uung  to  be  acquired,  or  the  aoquiaitioD  irherectf 
depends  on  chanQe."' 

And  the  same  is  tme  in  ereiy  sfstem  of  Lav.  In  Frendi  Law 
tbe  T«dB"M9n«"and'*cA«M«''  include  everything  which  can  be 
Uie  subject  of  a  right,  which  can  be  bought  and  sold. 

It  iB  preoselj  the  same  in  English  Law.  Saleable  Bights  of  all 
kinds  are  eifo^aBly  included  under  the  words  "  goods  and  chattds  " 
or  "effects  "in  an  Act  of  Parliament;'  or  in  a  will,  nolea  diere 
be  wwds  to  negativ;  sach  an  inference;'  and  in  the  claiue  of 
"reputed  ownership"  in  bankrupby.* 

IVhen,  therefore,  it  is  clearly  nnderatood  that  a  saleable  Bight 
— and  we  sa;  mleaUe  to  distjagnish  it  from  a  mere  moral  or 
titolar  right — is  a  oommodi^,  merchandiae,  wealth,  or  an  Econo- 
mic Qnanldty,  whidi  may  be  rained,  boaght«  and  sold,  precisely 
like  BO  mnch  land,  or  a  house,  clothes,  com,  cattle,  or  money,  the 
whole  subject  of  modem  oonuneroe  can  be  made  omple  and 
int^igilde. 

In  &ct,  most  of  the  difficulty  baa  been  created  by  the  erroneoiu! 
ideas  of  Value  propagated  by  so  many  modem  writers,  that  it  ia 
the  Quantity  of  Labonr  employed  in  piodndng  something: 
whereas  when  we  firmly  gra^  Ihe  ccmception  that  the  Value  of  a 
tiling  is  <mythmg  else,  of  whaterer  nature,  it  will  exchange  fbr,  the 
whole  obecnrity  and  concision  is  cleared  up.  Because  it  is  the  price 
paid  for  the  Bight  which  is  its  value ;  just  aa  the  value  of  com, 
cloUies,  or  a  watch,  is  the  price  paid  for  them :  bo  if  a  Bight  will 
sell  fbr  £10,  and  so  much  com,  clothes,  or  a  watch  will  also  sell 
Ibr  £10,  the  value  of  all  these  things  is  equal 

We  have  already  pointed  out  that  the  true  meaning  of  the 
word  Property  is  not  a  thing,  but  a  Bight  to  something,  and  it  is 
invariably  naed  in  this  sense  by  onr  older  writers.  Thus  grand 
did  WycUiFe  says — "  They  made  Pn^terty  (^  f^ostiy  goods,  where 
no  Pr^rty  may  be ;  and  pnrfbsaed  to  have  no  Ptopert;  in  woridty 
goods,  where  alone  Property  is  lawfuL" 

1  CMgutom.    A  Sammary  iff  lie  Bvman  Cha  Lau,  ^  16SS. 
■  Slade  T.  Jforlrv,  4  Co.  B^  H  b.     FonTt  «aM,  IS  Co.  K.  1.     Claiflen't 
om,  Ljtt  S6.     Syal  r.  BomUe,  1  Tea.  tm.,  US. 

*  Amm.,  1  P.  Wnu.,  SfiJ.  CampMl  t.  Prtteatt,  IS  Vea.  600.  Ktad<^  v. 
SadaO,  i  Bubi.  C.0„  860.    Airiar  t.  Manltmt,  I  1.  &  Coll.  O.C.,  390. 

•  &fai  r.  Boaht,  1  Vm.  len.,  8tt.  OotvOU  «e  parU,  Hoot.  C3.,  110. 
Bdcitr  J.  CoK^btO,  8  Q.  B.  1. 
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It  has  caused  immeniie  confaBioa,  tudng  the  word  PiDpertj 
Bometimefl  to  mean  the  goods,  and  Bometames  the  Bight  to  goods. 
It  would  be  jnst  as  rational  to  call  goods  "  ownersliip  "  as  b)  all 
them  *'  property." 

Once  for  aU,  we  inrariably  use  Uie  word  Propertj',  not  to  neai 
goods,  but  the  exelnsiTe  ^ght  to  nse  them :  and  when  we  ei- 
change  goods  snch  as  corn  and  wine,  we  exchange  the  Eight  to 
nse  them  in  any  way  we  please.  To  create  a  Property  is  dmplj 
to  create  an  exclusive  Eight ;  and  when  these  Bights  are  mide 
saleable,  they  are  technically  termed  Wealthy  And  thns  when  we 
see  that  Bights  can  be  created,  sold  or  exchanged,  and  annihilated, 
we  see  that  Wealth  can  be  created  and  annihilated. 

The  diatingnished  French  jurist.  Ortolan,  observes  that  jniii- 
pmdence  has  nothing  to  do  with  things,  hot  only  vitJi  Bights  ta 
things.  Thns  when  a  person  has  damaged  any  goods  belonging  to 
another  person,  it  is  not  for  the  actual  damage  done  to  the  goodi 
that  an  action  lies ;  but  for  the  injury  done  to  the  person :  tint 
is,  for  the  infringement  of  bis  legal  right  (injuria)  to  the  enjoys 
ment  and  use  of  the  goods.  If  the  goods  belong  to  no  penm 
there  is  no  injury,  and  no  right  of  action. 

It  is  predsely  the  same  in  Economics :  it  has  nothing  to  do 
with  the  material  substances,  but  only  with  the  RighU  to  them: 
and  with  the  exchanges  of  these  Bights.  And  the  object  of  Ibe 
Bdence  of  Economics  is  to  investigate  the  laws  which  govern  the 
proportions  in  whidi  they  will  exchange  for  each  other. 

Neither  to  grow  com,  nor  to  manufecture  it,  nor  to  eat  it,  is  »n 
Economic  phenomenon  ;  but  only  to  exchange  it.  Neither  ia  it 
an  Economic  phenomenon  to  present  a  gift  to  a  man  :  nor  to  lake 
away  anything  ihan  him :  but  only  to  buy  and  sell  with  hun. 

Aild  when  this  is  dearly  nnderstood,  that  Property,  or  Wealth, 
is  not  the  material  solid  sul»tance,  but  only  the  Bight  to  it,  we 
find  that  the  difficulty  of  the  Physiocrates,  who  maintained  Hut 
all  wealth  comes  from  the  earth  and  must  be  material,  becaon 
Nothittg  can  eotne  from  Nothing,  and  man  can  create  nothing. 
vanishes. 

No  one  says  that  man  can  create  a  single  particle  of  Bolid 
matt«r :  but  every  one  knows  that  man  can  create,  tranrfer,  and 
annihilate  Bights  to  matter. 

Let  us  imagine  that  Bobinson  Gmsoe  had  found  a  help-meet 
for  himself  in  his  ishtnd :  and  a  little  family  of  Crusoea  grew  np. 
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Now,  as  the  whole  island  beloi^ed  to  Crnsoe,  this  was  hia  domm- 
ioni  the  whole  Right  centred  in  Mm.  As  long  as  his  fiunilj 
were  yonng  they  wonld  live  in  common :  each  would  help  bo  1^ 
>B  be  conld  in  obtaining  food  and  snstenance:  one,  perh^is, 
voold  plongh  the  land;  another  would  tend  flocks  and  herds: 
another  wonld  take  to  hnsting:  another  to  Miing;  according 
to  the  bent  of  their  inclinationB.  They  wonld  natorally  bring 
i^iat  thej  got  into  the  oonunon  stock,  and  all  share  tc^eOier  each 
kind  of  invdnce.  Bat  as  they  grew  up,  Cmsoe  phe  would 
probably  observe  that  their  talents  and  dispoeitionB  were  difTerent, 
one  wonld  prefer  agriculture :  another  pasture ;  another  hnntiiig : 
another  the  sea.  He  would  probably  perceive  that  it  wonld  coa- 
duce  to  the  future  harmony  of  his  family  if  he  were  to  divide  hia 
domain  according  to  the  natural  bent  of  bis  sons'  inclinationB. 
He  would  appropriate  the  Oat  allnvial  lands  to  tlie  agricnlturist : 
he  would  give  the  natnral  pasture  to  the  one  who  preferred  flocks 
and  herds  :  he  would  give  the  monntainoua  parts  to  tiie  huntsman: 
while  the  seaman  would  take  the  sea  as  his  domain.  Each  wonld 
have  the  exdusive  Right  to  the  produce  of  his  own  induetry :  and 
instead  of  sharing  all  things  in  comqion,  they  would  xKhange  their 
prodoce  in  such  proportions  as  they  might  agree  upon.  As  soon 
as  this  change  took  place,  there  was  the  creation  of  Property,  or 
eichisive  Rights  to  produce,  and  the  society  was  at  once  changed 
from  a  Commnnistic  ox  Socialistic  state  to  an  Gcoaomical  state. 
Now,  here  Robinson  did  not  create  the  material  produce :  but  he 
created  the  exclusive  Rights  to  it :  and  as  it  is  these  esdosive  Rights 
which  are  technically  termed  Wealth,  he  thus  created  Wealth. 

The  doctrine  of  the  Physiocrates  that  the  earth  is  the  sole  source 
of  wealtli,  and  the  difficulty  they  made  in  admitting  Labour,  and 
Credit  to  be  wealth,  is  precisely  that  which  has  divided  the  Spirit- 
nalists  and  the  Materialists  for  thousands  of  years.  So  far  as  we 
know,  Ea[nla  originated  the  IfateriaUstic  philosophy,  and  invented 
the  dogma  that  Nothing  can  come  from  Nothing,  to  disprove  the 
existence  of  a  Deity.  This  dogma  has  been  repeated  by  innumer- 
aUe  philosophers,  Leudppus,  Anaxagoras,Farmenide8,  Democritos, 
Epicurus,  Lucretius,  and  scores  of  others. 

Bat  this  d(^;ma,  which  the  Physiocrates  so  oonstantly  used  to 
prove  that  aLL  wealth  is  material,  concerns  us  not.  It  may  be  tmct 
fn  it  may  not,  for  all  that  we  care.  We  neither  afSrm  it  nor  deny 
it :  and  when  it  confronts  us,  when  we  say  that  wealth  may  be 


tzsd  by  Google 


206  PBINCIFLBS  or  SCONOHICS.  Oeu.HT. 

immaterial  and  incorpweal,  we  tataplj  tnm  its  flank  by  a  roj 
obTioQB  strategic  movement.  We  bsj  that  we  are  not  oanceniGd 
with  any  material  thing  at  all,  bnt  onlj  with  BiaHTS  to  them. 
Seme  philoBopherB  deny  the  ezistence  of  a  Deitj ;  other  [^iiloeci}Aea 
deny  tiie  ezistence  of  matter :  bnt  we  Tentnre  to  sappose  that  no 
Beet  of  pbiloeophera  will  ever  have  the  hardihood  to  deny  that  men 
can  create,  sell  or  exchange,  and  annihilate  Rights. 

Shades  of  Eapila,  Lencippns,  Anuagoras,  Democritna,  Par- 
menides,  Epicams,  Lncretios,  Berkeley,  Kant,  PhyHical  philosy 
pheiB,  Physiocrates,  we  salnte  yon,  and  leave  yon  to  settle  yoor 
dogmas  and  yonr  qnarrelg  among  yonrselves — they  concern  tib  not 
— we  simply  pass  on  onr  way,  heedleea  of  your  perennial  war  of 
words.    OenUe  reader, 

"  Hon  Mgioiur  dl  lor,  ou  gnarda  e  puss." 

We  have  now  done  for  ever  with  these  silly  squabbles. 

3.  We  will  now  shew  that  not  only  all  Jnrista  declare  Qim 
Bighte  to  be  wealth,  bnt  also  all  Economiste  since  Ute  Phymocntes. 

Thus  Smith,  who  begins  liy  fiUing  his  readers'  minds  with  tlie 
idea  that  all  wealth  is  the  "  annual  prodnce  of  land  and  labour," 
besides  acknowledging  that  "  natural  and  acquired  abilides "  aie 
wealth  and  fixed  capital,  under  tixe  head  of  circulating  CupM 
expressly  ennmerates  Bank  Notes,  Bills,  &c.,  which  are  mere 
Bights,  or  Credit 

He  says  that  circulating  Capital  consistB  ^—**  Firtt,  of  the 
money  by  means  of  which  aU  the  other  three  are  circnlated  and 
distributed  to  their  proper  consomers." 

He  afterwards  calls  money  the  "  great  instrument  of  commerce,' 
the  "  great  wheel  of  circulation,"  which  latter  expression  towaidi 
^e  end  of  the  last  century  became  common  as  the  "  circnladng 


Now  mider  the  term  money,  he  expressly  ioclndes  "paper 
money,"  and  says  that  drcolation  comes  to  be  carried  on  by  a  new 
wheel. — "  There  are  several  different  sorts  of  paper  money ;  but 
the  cironlating  notes  of  banks  and  bankers  are  the  spedes  which 
are  best  known,  and  which  seem  best  adapted  for  the  parpoae." 

It  is  to  be  observed  that  what  Smith  calls  "  paper  money  "  we 

call  "  paper  cnrrency ;"  becanse  money  is  restricted  to  that  wbidi 

s  debtw  can  compel  a  creditor  to  take  in  payment  of  a  debt— i.  *■, 

•  WtaUh  ttfSatumt,  B.  IL,  tk.  L 
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lEpa  tender.  Paper  moaej  is  incxmvertible  psper  eamncj.  Bnt 
oidiaarf  bank  note*  are  paper  onrrency,  becaaae  tiiey  axe  snbject  to 
the  Bame  principle  of  transfer  as  money,  i.  e.,  the  property  pasaes 
iriUi  die  honest  poeaeseion ;  and  Uiey  are  also  "  drcnlating  medinm," 
"  the  wheel  of  dTcnlation,"  becanae  ihe  circnlation  <^  commodities 
B  eflected  by  their  means  exactly  in  the  same  vay  as  by  money. 

Smith  eaye' — "  When  the  people  of  any  particular  conntry  have 
EQch  confidence  in  the  fbrttme,  probity,  and  pradence  of  a  particu- 
lar banker  as  to  beheve  that  he  is  always  ready  to  pay  upon 
demand  such  of  his  pramissory  notes  as  are  likely  to  be  at  any 
time  presented  to  him ;  these  notes  oome  to  have  the  same  cur- 
rency as  gold  and  sQTer  money,  fixon  the  confidence  that  such 
money  can  at  any  tune  be  bad  for  them. 

"A  particular  banker  lends  among  his  cnstomers  his  own 
promiSBory  notes,  to  the  extent,  we  shall  8n{^>oee,  of  a  hnndred 
thoueand  pounds.  As  those  notes  serve  all  the  purposes  of  money, 
hig  debtors  pay  faim  the  same  interest  as  if  he  had  lent  them  so 
much  money.  This  interest  is  the  sooree  of  his  gain.  Though 
«me  of  tlioee  notes  are  continually  coming  back  upon  him  for 
payment,  part  of  them  continue  to  circnlate  for  months  and  years 
together.  Though  he  has  generally  in  circulation,  therefore, 
notea  to  the  extent  of  a  hundred  thousand  ponnds,  twenty 
thonaand  pounds  in  gold  and  aUver  may  frequently  be  a  sufficient 
piDvision  for  anawerii^  occasioDal  demands.  By  this  operation, 
Uterefore,  twenty  thousand  pounds  in  gold  and  silver  perform  all 
the  fimctionB  which  a  hnndred  thousand  could  otherwise  have 


Hence  as  these  notes,  which  are  mere  Credit,  produce  exactly 
the  same  profit  to  the  banker  as  if  they  were  gold,  they  are 
efidently  Capital  to  him  just  as  if  they  were  gold :  and  as  their 
effects  on  the  produce  and  industry  of  the  country  are  exactly  the 
nme  as  if  they  were  gold,  they  are  evidently  Capital  to  the 
conntiy,  just  as  so  much  gold. 

"  Let  OS  suppose,  tor  example,  that  the  whole  drcolating  money 
nt  some  partictilar  country  amounted  at  a  particular  time  to  one 
■nilUon  sterling,  that  sum  beii^  then  enffideot  for  circulating  the 
whole  aminal  produce  of  their  land  and  labour.  Let  ns  suppose, 
too,  that  B(Hne  time  thereafter,  different  banks  and  bankers  issued 
praniawry  notes  payable  to  the  bearer,  to  the  extent  of  one 

>   WiaUk  ^  Katiau,  M.  II.,  A.  3. 
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minion,  Teeerrii^  in  their  different  coffera  two  bimclred  Uuxnaiid 
ponnds  for  auBwering  occaeioiial  demands.  There  wotdd  remain, 
thereforer  in  circnlation  eight  hmidred  tbonsand  poonds  in  gidd 
and  Bilver,  and  a  million  of  bank  notes,  or  eighteen  hondred 
thooaand  ponnds  of  paper  and  money  together."  Thna  we  see 
that  Smith  places  these  Notes,  mere  abstract  Bights,  pnre  Credit 
exactly  on  the  same  footing,  and  tiie  same  ralue,  as  bo  much  goU 
and  silver. 

Smith  sometimes  supposes  that  Bank  Kotes  are  only  ismsA  to 
Bnperaede  existing  specie.  That  no  doubt  is  sometimes  done ;  bit 
we  have  shewn  Uiat  it  is  a  great  error  to  suppose  that  that  it 
always  the  case.  Bank  Notes  may  be  mnltipUed  on  a  given  bam 
of  bullion,  where  there  was  no  specie  bef(»«.  If  with  an  eiistiiig 
amount  of  specie  of  £100,000,  £80,000  in  specie  may  he  with- 
drawn and  £80,000  in  paper  substituted,  leaving  that  £80,000  m 
specie  free  to  be  exported  for  the  purposes  of  foreign  tiade,  it  i> 
quite  evident  that  on  an  existing  basis  of  £20,000  in  speoe, 
a  paper  currency  of  £80,000  may  be  built  up  equally  wdl, 
provided  occupation  can  be  found  for  it,  as  we  have  exempliSeil 
in  Scotch  banting  j  and,  in  fact,  in  English  banking.  Notes  were 
muUipUed  on  an  existing  basis  of  specie,  and  were  not  issued  in 
subetitution  for  it. 

8.  Smith  goes  on — "  It  is  chiefly  by  discounting  Bills  of 
Exchange,  that  is,  by  advancing  money  upon  them  before  tfa<?  t^ 
due,  that  the  greater  part  of  banks  and  bankers  issue  th»i 

promissory  note.8 The  banker  who  advances  to  the 

merchant  whose  bills  he  discounts,  not  gold  and  sUver,  bat  bis 
own  promisBory  notes,  has  the  advantage  of  being  able  to  diaooont 
to  a  greater  amount  by  the  whole  value  of  his  promissory  notes 
which  he  finds  by  experience  are  commonly  in  circulation.  He  ii 
thereby  enabled  to  make  his  clear  gain  of  interest  on  to  muA  a 
larger  man." 

Here  Smith  clearly  admits  that  Notes  may  be  issued,  not  onlf 
in  substitution  for  existing  specie,  bnt  in  addilian  to  it,  and 
consequently  that  is  an  increase  of  Oi^itaL 

And  we  may  cite — "  The  banks  when  their  customers  apply  to 
than  for  money,  generally  advance  it  to  them  in  their  o«m 
promissory  notes.  These  the  merchants  pay  away  to  the  maao- 
fiactorers  for  goods'  the  manuiactuiera  to  farmers  for  materials  and 
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promionB  [and  to  their  own  workpeople  for  wages],  the  farmera 
to  their  landlords  for  rent,  the  landlords  repay  them  to  the  mer- 
(huLts  for  the  conveniences  and  Inznries  with  which  the;  supply 
them,  and  the  merchants  again  return  them  to  the  banks,  in  order 
to  badaace  their  cash  accoTiuta,  or  to  replace  what  Uiey  may  have 
borrowed  of  them :  and  thus  almost  the  whole  money  bnsinese 
of  tiie  oonntry  is  transacted  by  means  of  them."  Thns  we  see 
that  as  Smith  expressly  includes  nnder  circulating  Capital  the 
money  by  which  goods  and  commodities  are  circulated  and  dis- 
tributed to  their  proper  consumers,  and  he  calls  these  promissory 
notes,  money,  aud  shews  how  they  circulate  commodities,  he 
mamfeetly  affirms  that  these  Not«a,  or  Credit,  are  circulating 
CafiteX. 

These  extracts  are  quite  sufficient  to  prove  what  we  wished  to 
^ew,  that  Smith  clearly  admits  that  abstract  Rights  are  wealth, 
and  that  Credit  is  CapitaL 

Now,  of  course,  these  Rights,  or  Credit,  are  only  a  type  of  all 
saleable  Bights ;  so  that  Smith,  notwithstanding  his  supposed 
doctrine  that  all  Wealth  is  the  "  produce  of  land  and  labour," 
expressly  admita  Incorporeal  Property  to  be  Wealth,  and  thus  he 
is  obliged  to  recognise  the  three  species  of  wealth,  Money,  Labour, 
and  Credit,  exactly  as  had  been  done  in  ancient  times. 

4.  J.  B.  Say  recognises  exactly  the  same  three  forms  of 
wealth.  He  says' — "  The  exclusive  possession  which  in  the  midst 
of  a  number  of  men,  clearly  distinguishes  the  property  of  one 
pereon  from  the  property  of  another  person,  causes,  in  common 
usage,  this  sort  of  goods  (biens)  to  be  the  only  one  to  which  the 
name  of  wealth  is  given.  And  for  that  reason  are  included  in  it 
.  .  .  money,  instruments  of  credit  {litres  de  creancB)  and  the 
public  Aipds,  &c."  And  he  elsewhere  says  that  the  name  of 
Wealth  is  applied  to  all  property  {biena)  which  have  a  value  in 
exchange,^  and  also  that  the  words  iuclude  "  effete  de  commerce" 
which  are  Bills  of  Exchange,  and  Notes  of  all  kinds. 

He  also  says' — "This  is  why  immediately  that  this  value 
resides  in  the  objects  employed  in  a  productive  operation,  I  call  it 
a  Capital,  whatever  be  the  form  of  the  objects  in  which  it  resides," 
and — "These  capital  values  may  consist  of  the  public  funds, 
commercial  paper,  coffee,  or  any  other  merchandise." 

■    "  "^~  t  Falitiqae,  Part  I.,  eh.  1. 

'  Ibid.,  Fart  I.,  c*.  8. 
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Hence  Say  expreealy  classes  Credit  nnder  tlie  title  <J  wealtb. 

Aft«rwBrd8,  in  speakiag  more  particularly  of  Paper  Cnnasj, 
he  sajs'— "  It  ia  thia  power  of  pnrchasiiig  that  I  call  its  niva: 
and  experience  shews  tiatt  it  ia  poanble  to  gire  to  F^ter  ChnTenj 
Uiia  valne,  and  a  valne  even  equal  to  thai  of  the  metal,  whidi 
it  replaces,  withont  representing." 

And  ofterwarda*— "  We  can  give  a  Note  ezactJj  the  same  Tahe 
BB  a  Bom  of  mon^,  in  giving  the  bearer  the  right  to  demand  the 
snm,  in  sncb  a  way  aa  to  relieve  him  of  all  anxiety  aa  to  ill 
payment ;  it  is  thus  that  a  Bank  Note  may  drcnlate  tea  jeta 
preserving  the  value  of  a  thonaand  fhmca,  withont  being  paid, 
only  becanae  the  bearer  believes  he  can  have  it  paid  at  an; 
moment  he  pleases.  .  .  .  Yon  see  that  all  the  nsefnl  qoalitiet 
of  money  can  be  fonnd  in  a  representative  sign  which  baa  no 
valne  in  itself  [nothing  has  any  valne  in  itself],  and  draws  ban 
money  itself  all  the  advantages  which  it  has." 

He  also  saya ' — "  Bills  of  exchange  are  obligationa  conlTacted  U> 
be  pud  at  another  time  or  another  place. 

"  The  right  attached  to  this  tnrder  (although  ita  value  is  not 
demandable  at  the  time  and  place),  nevertheless,  gives  it  a  Pntml 
Value  more  or  lees  great.  I^na  a  bUl  for  100  franca  pay^ile  it 
Paris  after  two  mouths,  can  be  negociated  or  sold  for  the  price  of 
99  francs.  Bothepresentvalneof  aUllonlUarBeillea  foraainiilar 
time  is  perhaps  98  fhuics  at  Paris. 

"  Hence  the  bill,  in  virtue  of  ita  fbtore  value,  has  Fretmt  Vabu, 
and  can  be  employed  instead  of  money  in  every  species  of  purchase 
so  tb&t  the  greater  part  of  the  great  transactions  in  cconmerce  sre 
effected  by  biUa  of  exchange." 

Again  he  aays* — "  If  bank  notes  could  completdy  replace  spew 

it  is  evident  that  a  bank  of  issne  truly  augmenta  the  sum  of  natitmal 

wealth.    ...    We  must  not,  however,  imagine  that  the  vshie 

withdrawn  from  the  amount  of  spede  and  added  to  the  amoimt  of 

capital  merchandise  is  equal  to  the  amount  of  notes  in  circulation. 

Theae  only  represent  money  when  they  are  payable  on  demand, 

and  for  that  ptirpoee  the  bai^  is  obliged  to  keep  in  ita  cofl^  and 

therefore  to  withdraw  from  drculation,  a  certain  sum  of  money. 

If,  BUj^Kiee,  it  iaanea  one  hundred  milliona  of  notea,  it  withdravs, 

>  Cimri  iEamomie  PoUtiqiit,  Part  III.,  tk.  16. 

<  Ibid.,  Part  UL,  ch.  IT.         *  JhaU,  B.  I.,  ct.  80. 

*  Cam,  Fart  III.,  c*.  IT. 
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petiapB,  40  minions  in  specie,  whicli  it  keepe  to  pay  any  notee  that 
maj  be  demanded.  If,  therefore,  it  adds  100  millions  to  the 
cArcolation  and  wiUidrawB  40  millions,  it  is  as  if  it  adds  only  60 
miUioQB. 

"  We  now  wish  to  fcnow  what  dasa  of  sodel;  enjoys  Uie  nee  of 
this  HEW  Capital." 

After  these  eztroctB  from  Say,  shewing  as  clearly  as  language 
can  do,  that  he  expressly  classes  Credit  as  Wealth  and  Capital,  and 
that  Bank  Notes  are  an  increoM  of  drcnlating  Capital,  will  it  be 
believed  that  Say  ia  the  author  of  tJie  silly  sarcasm  that  tlioee 
who  Bsy  that  Credit  is  Capital  Bay  that  the  same  thing  can  be  in 
two  places  at  once  !  I 

The  canse  of  the  blunder  and  the  oonAiBion  is  clear.  In  the 
extiacts  we  have  given  above,  Say  considers  the  Right  to  be  the 
Credit,  and  to  be  capable  of  circulating  and  producing  all  the 
e%da  of  money,  and  therefore  to  be  Capital,  in  the  same  way  that 
money  U. 

In  the  other  extract  he  oonsiders  the  Credit  to  be  the  thing  lenti 
and  then  he  says,  how  can  the  same  thing  be  in  two  places  at  once, 
and  tseA  by  two  people  at  once  7  Of  coniBe  nobody  says  that  the 
same  thing  can  be  in  two  places  at  once.  For  the  Credit  is  not  the 
Otmff  lent,  bat  IJie  Right  to  demand  payment,  which  is  created  in 
exchange  for  &e  thing  lent ;  and  this  Right  may  be  bought  and 
vAA,  and  perform  all  the  functions  of  money,  as  Say  himself  explains. 

Tlitu  we  Bee  that  Say's  fkmotts  apothegm  "  Uiat  to  say  that 
Credit  is  Capital  is  to  say  that  the  aame  thing  can  be  in  two  placea 
atooce,"  proceeds  entirely  from  his  own  conibBed  and  contradictory 
notions  of  what  Credit  ia. 

But  we  have  shewn  that  Say  recogniBes  the  same  three  forms  of 
wealth  as  the  aadent  writers  and  Smith. 

5.  We  shall  find  exactly  the  same  recognition  of  the  three  forms 
of  wealth,  and  the  same  confOsion  and  contradiction,  in  Mill. 

Mill  commences  by  saying  that  Wealth  is  anything  which  has 
pnTcfaasing  power,  which  is  the  tme  defioition,  and  in  itself  com- 
prebends  all  the  three  species  of  wealth.  We  have  already  shewn 
in  the  preceding  chapter  that  after  beginning  with  this  general 
uid  comprehensive  definition,  he  afterwards  restricts  the  term 
wealth  to  material  wealth  only,  bnt  side  by  side  with  this  restrictiou 
lie  admits  that  "  skill,"  "  energy,"  "  perseverance,"  and  "  acquired 
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capacides  "  are  wealth, — a  moet  fl^jraat  oontradictioii,  unless  akin, 
energj,  pcrsererance,  and  acquired  capacities  are  material  ud 
extracted  &otn  the  globe. 

Then  Mill  saya' — "For  Credit,  though  it  is  not  predudm 
power,  is  pwrchaxing  power."  .  .  "  The  credit  which  we  ire 
now  called  npon  to  consider,  as  a  distinct  purchasing  power." 

"  The  amount  of  porchaaing  power  which  a  peraon  can  eienise 
is  compoecd  of  all  the  money  in  his  possession,  or  due  to  him 
[which  is  Credit],  and  of  all  his  Credit." 

"  Credit,  in  short,  has  exactly  the  same  pnrchaaing  power  with 
money." 

"  Credit  which  is  used  to  purchase  commoditica  affects  prices  in 
the  same  manner  as  money.  Money  and  Credit  are  thus  eiactlf 
on  a  par  in  their  effect  on  prices,"  and  many  other  paasageB  t«> 
niunerons  to  cite. 

We  have  thus  shewn  that  Mill  says  that  Wealth  is  angthaif 
which  has  purchasing  power — that  is  the  major  premiss.  He  then 
says  that  Credit  is  purchasing  power — Uiat  is  the  minor,  Henoe 
the  inference  necessarily  is,  that  Credit  is  Wealth  ;  and  if  any  («» 
can  escape  from  this  syllogism.  Logic  is  moonshine. 

Mill  again  aaya — "  A  third  form  in  which  Credit  is  empli^ 
as  a  substitute  for  currency  is  that  of  promissory  notes." — "A  foartb 
form  of  making  Credit  answer  the  purposes  of  money,  by  which, 
when  carried  far  enough,  money  may  be  very  completely  aoper- 
sedcd,  consists  in  making  payments  by  cheques  " — "  the  hanirer'a 
credit  with,  the  public  at  large  coined  into  notes,  as  hulUon  is 
coined  into  pieces  of  money  to  make  it  portable  and  divisible,  is  «> 
much  purchasing  powcr^superadded." — "Since  then  Credit  in  the 
form  of  honk  notes." 

Thus  Mill  distinctly  says  that  bank  notes  are  Credit. 

Then  be  says — "  And  an  order,  or  note  of  hand,  or  bill  payable 
at  sight,  for  an  onnce  of  gold,  while  liie  credit  of  the  gtrer  it 
unimpaired,  is  worth  neither  more  nor  lees  than  the  gold  itself" 
— "  there  are  other  things,  sndi  as  bank  notes,  bills  of  exchange, 
and  cheques,  which  circnlate  as  money  and  perform  aU  the 
functions  of  it." 

Thus  we  have  seen  that  Mill  says  that  Wealth  is  anything  that 

has  purchasing  power ;  that  credit  is  purehasuig  power ;  therefbte 

that  Credit  is  Wealth.      He  then  calls  Bank  Kotes,  Cbeqacs, 

'  iVtneiptet  of  FlMlkal  Eeowmy,  B,  III.,  <A.  11,  %  8, 
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and  Bills  Credit,  whidi  he  says  may  be  of  exactly  the  same  value 
as  money,  and  perform  all  the  functions  of  money,  and  therefore 
may  be  used  as  Capital,  among  them. 

Bnt  he  eaja — "  Althongh  the  prodmlive  fnnds  of  the  conntrj 
are  not  Increased  by  credit." — "  It  ia  not  a  productive  power  in 
iteelf." — "  Credit>  though  not  a  productive  power,  is  purchaeing 
power." 

Hence  Mill  denies  that  Credit  is  productive.  Bat  nnder  Capital 
he  says' — "  Honey  is  no  more  Sfnonymons  with  capital  than  it  is 
with  wealth.  Money  cannot  in  itself  perform  any  pt^  of  the 
ofBce  of  capital  (?)  since  it  can  afford  no  asaUtance  to  pro- 
duction ( ? ).  To  do  this  it  must  be  exchanged  for  other  things ; 
and  anything  which  is  soflceptahle  of  being  exchanged  for  other 
things  is  capable  of  oontributii^  U>  production  in  the  same  degree." 

Now  here  Mill  admits  that  Bank  Notes,  or  Credit,  ma;  cou- 
tribste  to  prodnction  exactly  in  the  same  way  that  money  does, 
because  they  can  be  exchanged  exactly  in  the  some  way  that 
money  is. 

Then  in  a  snbeeqnent  chapter  he  says^  speaking  of  the  issne  of 
notes — "They  have  the  use  of  twenty  millions  of  circulating 
medium  which  have  cost  them  only  the  expense  of  an  engraver's 
plate.  If  they  employ  this  accession  to  their  fortunes  as  Peo- 
DuciTTB  Capital,  the  produce  of  the  conntry  ia  increased  and 
the  community  benefitted,  as  mnch  as  b;  any  other  Capital  of 
equal  amonnt." — "When  paper  currency  is  supplied,  as  in  our 
own  conntry,  by  bankers  and  compauies,  the  amonnt  is  almost 
wholly  tamed  into  Peoductive  Capital." — "  A  banker's  pro- 
fession being  that  of  a  money  leader  (I)  his  issue  of  notes  is  a 
simple  extension  of  his  ordinary  occupation.  He  lends  the  amount 
to  formers,  manufacturers,  or  dealers,  who  employ  it  in  their  several 
bosiuesses.  80  employed,  it  yields,  hke  any  other  Capital,  wages 
of  labour  and  profits  of  stock.  The  profit  is  shared  between  the 
banker,  who  receives  interest,  and  a  succession  of  boirowers, 
mostly  for  short  periods,  who,  after  paying  the  interest,  gain  a 
profit  in  addition,  or  a  convenience  equivalent  to  profit.  The 
capital  iteelf  in  the  long  run  becomes  entirely  wages,  and  when 
replaced  by  the  sale  of  the  produce  becomes  wages  again ;  thns 
affording  a  perpetual  faad  of  the  value  of  twenty  millions  for  the 
nuintenance  of  productive  labour,  and  increasing  the  annual 
■  Book  I.,  ti.4,^1.  >  Bvok  III.,  c&.  32,  i  2. 
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prodace  of  the  country  by  all  that  can  be  produced  thnngh  the 
meaiiB  of  a  Capital  of  that  vatue." — "  Borne  extendous  of  oedit, 
especially  when  taking  place  in  the  form  of  bank  notes,  or  othv 
inBtnimentB  of  exchange.  The  additional  bank  notes  are,  in 
ordinary  course,  first  isBoed  to  prodocers  or  dealras,  to  be  em- 
ployed as  Capital." 

Now  was  there  ever  a  seriea  of  more  flagrant  Belf-costradidiana 
than  these  paesagea  from  Mill,  who  sneers  at  the  imbecitily  of 
those  who  think  that  Credit  is  Oc^ital,  and  points  out  fa>  them 
that  Credit  is  only  tiie  transfer  of  Oapitaltl  f 

The  canae  of  Mill's  confbsioii  and  contTadicti<m  ia  now  as  dear 
ae  Say's.  Say  thonght  the  Credit  is  the  thing  lent:  Will  thinks 
^t  die  Credit  is  the  transfer  of  the  capital.  Both  of  these 
notions,  howeTer,  are  manifestly  errooeons ;  and  we  hope  that  the 
foolish  sarcasm  of  Say  is  now  exterminated  for  ever  from  Eoono- 
nics :  and  that  it  is  phdnly  nnderstood  that  the  Credit  is  &e 
Sight  to  tiie  fiitnre  payment,  which  may  be  bought  and  sold  like 
any  other  oommodity,  and  is  merchandise,  or  a  commodity  ilsdf. 
The  only  real  difficulty  in  the  qnestion  is  to  ascertain  the  doe 
limits  of  Credit,  and  these  we  have  folly  inTeetigated  in  a  fiHmer 


6.  Transferalde  prc^tty,  theiefiire,  is  ttf  two  distinct  kbde ; 
Fvsl,  the  Right  to  some  definite  material  object,  or  service,  wbidi 
has  actually  come  into  the  possession  of  the  proprietor,  snch  s> 
lands,  houses,  money,  goods  of  all  sorts ;  Secondly,  tlie  Bight  (a 
aomethiog  which  will  only  come  into  poesession  at  some  htnre 
time,  either  because  it  ia  not  yet  in  existence,  or  because,  thoo^ 
it  may  be  in  existence,  it  is  in  some  one  else's  pcsseffidon  at  the 
present  time. 

Thus  if  a  man  possesses  land,  or  frnit  trees,  or  flocks,  and  heidi, 

he  has  the  Right  to  the  fntnre  produce  of  the  land,  the  fruit  trees, 

or  the  flocks  and  herds.    Bot  thoii^h  the  actual  produce  will  ool; 

come  into  existence  at  a  future  time,  the  Bight  to  it  when  it  doca 

ime  into  existence  is  present,  and  may  be  bought  and  sold  like 

ly  material  commodity. 

Or  the  thing  itself  may  be  in  some  one  else's  pOBsessibn  at  the 
■eeent  time.  Thus  a  Bill  of  Exchange  is  the  Right  to  a  fatore 
tyment  from  a  certain  person.  The  money  which  will  discharge 
iC  bill,  supposing  it  to  be  discharged  in  money,  which  very  few 
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bilta  ever  are,  in  modem  conunerce,  may  not  even  be  in  the 
ponenion  of  the  person  bound  to  pa;  it ;  it  may  perform  an 
jndefinite  number  of  exchanges  before  it  pays  the  bill.  But  the 
bill  itself,  a  mere  abetract  Right  to  demand  money,  may  also  be  put 
into  drcolatioD,  and  also  effect  an  indefinite  nmaber  of  esdiangee 
before  it  is  discharged.  Hence  during  the  cnrrency  of  the  bill, 
there  are  two  Economic  Qnantities  in  circnlation. 

Or  there  may  be  a  lUght  to  receive  an  nncert«n  profit,  as  the 
flhareg  in  a  conunercial  company,  or  the  profits  to  be  made  by 
selliiig  books  or  machines. 

Bat  both  these  kinds  of  Bighte  are  equally  Prq>erty,  and  are 
called  by  diilferent  names  according  to  the  thing  to  which  the 
Bight  relates.  There  is  landed  Profperty,  house  Property,  real 
Proiwrty,  personal  Property,  literary  Property,  fimded  Property, 
Ac  And  eadi  of  these  kinds  of  Properly  is  merchandise,  or  a 
OHnmodity ;  and  may  be  as  freely  valned  and  sold  as  the  other. 

Hence  a  Bight  to  a  fiiture  product  is  an  Economic  Quantity, 
and  a  Oommodity  exactly  in  the  same  sense  as  the  Bi^t  to  a 
[absent  product :  because  in  ^ther  case  Economics  has  nothing  to 
do  with  anything  but  the  Bight ;  and  oue  kind  of  Bight  may  be 
n  ftoly  sold  and  exchai^ed  as  the  other.  It  is  ^actly  the  same 
in  Law.  An  injury  may  be  done  to,  and  an  action  wiU  lie  for 
dmnage  done,  to  a  Bight  on  the  fatnre  as  well  as  an  injury  done  to 
a  Bight  to  the  present.  And  when  this  is  clearly  understood, 
modem  commerce  beoomee  quite  simple :  because  it  is  nothing 
but  tJie  ezchEmge  of  these  Bights. 

There  is,  however,  this  difference  between  these  two  classes 
rf  property.  When  persons  exchange  Corporeal  Property,  the 
things  to  irhich  the  Bights  relate  can  be  actually  exchanged 
by  visible  manual  delivery:  whereas  in  Incorporeal  Property 
this  cannot  be  done.  So  many  lambs  actually  bom  can  bo 
vimbly  and  manoally  exchanged  for  so  much  com  actually 
nsped ;  but  so  many  lambs  to  be  bom  some  months  hence  cannot 
be  Tisibly  exchanged  for  so  much  corn  to  be  grown  at  some  ftitnre 
time.  6d  the  Bight  to  receive  so  much  money  at  a  future  time 
cuntot  be  actually  transferred  by  manual  delivery  from  one  person 
to  another.  Accordingly,  at  Bome,  when  the  transfer  of  a  Credit, 
or  Debt,  was  agreed  upon,  it  was  necessary  for  the  Creditor,  the 
Debtor,  and  the  Assignee  to  meet  together,  and,  by  the  consent  of 
^6  parties,  the  Bight  of  action  was  transferred  fKim  the  original 


tzsd  by  Google 


216  PRINCIPLES  OF  ECONOMICS.  CHiS.SIT, 

Creditor  to  the  Aseigaee ;  and  by  this  means  the  Creditta-  ww 
discharged  from  his  debt  to  the  Asaigneei  and  the  debtor  became 
bound  to  the  new  Creditor.  This  difficnity,  however,  is  tctj 
easily  Bnmioanted.  The  Bight  may  be  recorded  on  paper  w 
some  other  material ;  and  ttiis  material  may  be  trausferred  and 
exchanged  for  other  rights ;  and  thus  this  Right  becomes  strict; 
capable  of  being  traiisferred  by  manna)  delivery :  and  Uios 
Incorporeal  Pn^»erty  becomes  as  visibly  transferable  as  Corpwed 
Ppopoty. 

7.  Now  when  this  Bight  is  recorded  on  some  material  indi 
as  paper,  the  paper  is  termed  an  "  Instrnment,"  and  it  is  prtqxir 
to  observe  that  in  this  case  the  word  "Instrument"  bean  t 
strictly  technical  legal  meaning,  which  is  often  overlooked. 

The  word  Imlrvmml  has  two  meanings,  which  are  often  not 
diatingiUBhed.  Sometimes  it  means  a  tool,  or  means,  or  imple- 
ment, by  which  something  is  effected.  Thna  Smith  speaks  of 
money  as  "the  great  initrument  of  exchange,"  or  "inntnmenlii 
commerce."  But  also  Bills  and  Notes  are  often  spoken  of  is 
"  Inatrnmentfl  of  Debt,"  or  "  Instmmenta  of  Credit." 

Now  it  must  be  carefiilly  observed  that  in  the  eipr^oos 
"instrummt  of  exchange  "  and  instruments  of  credit,"  the  wod 
instrumenl  has  two  distinct  meanings  which  have  no  connectioa 
with  each  other. 

In  "  luBtrumentB  of  Exchange  "  it  signifies  the  means  by  »hiii 
circulation  or  exchange  is  effected.  In  the  term  "  Instmment  rf 
Credit "  it  means  the  record  or  document  of  the  debt. 

In  Roman  Law,  the  word  ImtTumenium  means  any  evidence, 
whether  oral  or  written,  by  which  the  Court  or  judge  is  instructed 
as  to  the  merits  of  tlic  case,  or  informed  of  a  fiu^  In  modem 
times,  however,  it  is  restricted  to  written  evidence ;  and  tirns  is 
exactly  equivalent  to  the  word  document,  which  is  any  writing 
which  tenches  or  informs  the  Court  of  a  fact.  It  means  simplj  b 
written  record, 

TliuB  Suetonius  speaks  of  tlic  J/islruiiieii/a  Imperii,  the  vm'tleo 
records  of  the  Empire :  and  Quiutilian  of  the  Inxtrummtla  Wwi 
the  papers  or  documents  relating  to  a  lawsuit:  and  TertaUian 
calls  tlie  Christian  Scriptures  ^  the  Novum  Instrwnenfvm,  oi  tis 
NovKiii  Ted<iiMnlum,  the  new  record. 

'  AAs.  Praz..  15,  30.-  ode.  ilarc,  IV.,  1, 
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Tbia  meaning  is  coimnoii  in  English ;  thns,  oat  of  atunerona 
instances,  we  may  qnote  Hallam' — "is  abond&ntlj  manifest  1^ 
mttrwnents  of  botik  the  kings" — "by  mntnal  instnanenU  executed 
at  Calais" — "bj  the  langnage  of  some  EngUsh  instrvmenU," 
ThoB  in  these  cases  Uie  word  instnmient  means  a  docnment,  or  a 
record. 

Hence  an  "  Instnunent  of  Credit "  means  any  written  eridenoe 
of  a  debt,  each  as  a  Bill  or  Note,  or  a  Deposit  in  a  banker's  book. 
And  in  Courts  of  Law  and  legal  treatise  these  documents,  are 
iuTuiably  termed  iostruments.  Though  this  is  known  to  every 
lawyer,  it  is  often  oTertooked  by  literaiy  writers  on  Economics. 

Hany  persons,  howerer,  feel  a  difficulty  in  admitting  such  things 
as  Bank  Notes  and  Bills  of  Bxchange  to  bo  Wealth,  seeing  that 
they  are  nothing  bnt  so  many  pieces  of  paper.  It  is  to  be 
observed,  however,  that  it  is  not  exactly  the  paper  document  which 
ifl  wealth :  that  is  only  the  evidence,  or  the  record,  of  the  Right : 
it  is  Uie  Bight  which  is  wealth:  and  it  sabdBts,  and  can  be 
exchanged,  qnit«  independently  of  any  paper :  and  even  if  the 
paper  be  destroyed,  the  Eight  iB  not  destroyed :  it  may  be 
written  on  a  &esh  piece  of  paper.  So  many  persons  are  some- 
what Btartled  at  calling  so  many  figures  in  a  l:»nker*B  book,  wealth. 
But  these  figures  are  merely  the  evidence  of  the  Rights  which 
exist  in  the  persons  of  the  customers  of  the  banker :  and  they 
may  be  put  into  circulation  by  means  of  a  dieque.  These 
DepoeitB,  therefore,  or  Credits  in  bankers'  books,  are  in  real  effect, 
SD  many  bank  notes,  and  if  one  be  admitted  to  be  wealth,  the 
other  most  be  eo  too.  They  are  each  of  them  nothing  bat 
tinuHferable  Rights. 

8,  We  have  now  to  investigate  the  different  forms  of  Incor- 
poreal Property. 

This  commodity,  then,  Incorporeal  Property,  has  exactly  the 
same  varieties  as  Corporeal  Property.  Some  of  it  is  immoveable, 
Bome  moveable :  or  aa  it  might  by  analogy  be  called  real  and  per- 
sona! :  moreover  Bome  Incorporeal  Property  is  as  truly  the  produce 
of  labour  as  any  Corporeal  Property :  other  large  masses  of 
Incorporeal  Property  are  not  the  result  of  labour,  just  as  there  is 
Corporeal  Property  which  is  not  the  result  of  labour :  and  also 
Taat  masses  of  Incorporeal  Property  are  the  subject  of  ^:ports  and 
>  MiddU  Aga,  cA.  1.  ])art  1. 
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importB,  and  affect  the  exchanges  oocUy  in  tjie  Bame  wsj  as  nt; 
other  merchandise ;  bnt  as  these  maeses  of  Property  do  not  pas 
throngh  the  Onstom  Honse,  but  through  the  Post  Office,  it  is 
qnite  impoaaible  to  have  any  record  of  the  quantities  which  on 
exported  or  imported:  and  consequently  the  subject  of  the  ex- 
changee is  a  hopeless  puzzle  to  any  pasons  vho  look  only  to  Uie 
official  returns  of  merchandiBe  published  by  the  Board  of  Tnde; 
for  they  cannot  contain  any  record  of  the  Tarious  mercantile 
Becnritiefl,  and  bonds,  or  obligations  of  the  Oovemment,  or  pnUic 
companies,  which  are  transmitted  from  country  to  conntiy,  and 
which  aflbct  the  ezchangea  exactly  in  tbe  same  way  as  so  mudi 
merchandiae. 

9.  Bat  Incorpweal  Property  itself  is  of  two  kinds,  eadi  <d 
them  ccmiprehending  many  varieties,  and  enormous  masses  of 
property — 

I.  Where  the  Right  of  one  person  to  demand  a  ftature  pay- 
ment is  also  connected  with  tlie  Duly  of  some  one  ^se  to  make 
that  payment.  The  Eight  and  the  Duty  constitute  an  ObUgtdim 
or  ifftRffit.  This  species  of  Property  may  be  called  Rights  of 
ObUgation.  It  is  also  called  an  Annuity ;  whidi  is  the  Bight  to 
demand  a  series  of  payments  from  some  person. 

It  most  be  carefUly  observed  that  an  Annnity  is  not  the  aenea 
of  payments  actually  made,  but  only  the  Bight  to  demand  titan ; 
ftnd  is  Property  quite  separate  fhnn  the  sums  actually  paid.  And 
this  series  may  concdst  of  any  nnmbei  ftom  one  to  infini^,  or 
any  intermediate  number. 

This  species  of  Incorporeal  Property  inclodes  Credit,  whick  is 
the  lowest  form  of  an  annnily,  being  naually  tJie  Bight  to  a  singk 
ftitnre  payment ;  Bents  of  houses,  farms.  Copyrights,  Potrata, 
Mines,  &c.,  which  are  usually  a  Umited  series  of  paymenta ;  up  to 
Property  in  Land,  the  Funds,  Tithes,  Ac,  whidi  are  the  Eights 
to  receive  a  series  of  payments  fbr  ever. 

II.  Where  the  Bight  only  exists  to  receive  some  tmcerlaiK 
profit;  but  no  certain  person  is  bound  to  make  that  payment; 
and  there  ia  only  the  expectation  that  some  one  will.  This  is 
called  the  empHe  tpei,  or  the  emptio  ret  gp^rata,  in  Roman  Lav : 
this  species  of  Proper^  may  be  called  Bights  of  Expectation. 

To  this  class  of  Incorporeal  Property  beloi^  Shares  in  Oom- 
merci&l   Compaoiee,    Oc^yrights,  Patents,   the   Goodwill  of  a 
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bnsinefls,  the  Practice  of  a  professiona]  m&n,  ToUb,  Ferries, 
Fisheries,  &c. 

In  modem  dmee  Incorporeal  Propeil^  indndeB  by  fax  tiie 
largest  amonnt  of  existing  Property, 

On  Eights  of  Obugatioh. 

10.  Tbe  doctrine  of  Annuities  is  a  cnrions  commentary  upon 
the  argnmentB  of  Aristotle,  Dante  and  the  M ediesTal  theologians  to 
Bhew  that  interest  for  money  is  nnnatoral  and  abominable.  The 
Qieory  of  annoitlee  entirely  depends  upon  the  principle  that  money 
naturally  prodnces  interest:  and  that  interest  also  prodncea 
barest,  an  idea  that  drove  Plntorch  wild. 

An  Annuity,  as  stud  above,  is  the  Ri^t  to  a  series  of  paymente 
from  whatever  source  arising :  and  the  doctrine  of  Annuitaes  rests 
entirely  on  the  principle  that  each  of  these  future  payments  has  a 
PsBSEHT  Value,  and  that  the  Right  to  all  or  any  number  of 
them  may  be  bought  and  sold  like  any  article  of  commerce. 

The  Present  Value  of  an  Annuity  is,  therefinre,  the  som  of  the 
wsnea  at  (he  Present  Values  ctf  aU  l^e  future  payments.  N'ow 
let  US  take  the  case  ct  a  perpetual  annuity,  or  the  right  to  recf^ve 
a  aeries  of  payments  at  definite  intervals  for  ever.  If  money  bore 
10  interest^  it  is  dear  that  the  value  of  such  future  payment 
wodd  be  ezacUy  equal  to  the  paymrat  itself.  OonsequenUy  Hk 
Preeeut  Valne  of  such  m  Annuity  vonld  be  tbe  same  as  the 
a^iregate  of  tlie  sums  to  be  paid  for  ever.  That  is,  to  purdiase 
snch  an  annoity  it  would  be  necessary  to  pay  down  an  infinite  sum 
of  money.  A  consequence  which  is  manifestly  absurd.  Hence 
nch  a  mode  of  calculating  the  value  of  an  annuity  is  evidently 


Again,  suppose  that  simple  interest  is  chained :  then  each 
fttture  payment  is  diminidied  by  a  small  definite  sum  of  uniform 
MDoimt.  And  it  is  evident  that  to  bny  an  annmly  on  such  tt 
prineqile  wonld  involve  exactly  the  same  absm'dity  as  in  the 
fenaer  case.  That  is,  to  secure  a  finite  annual  payment,  we 
■hodd  have  to  pay  down  an  infinite  sum.  And  this  shews  that 
tbia  mode  of  cdcnlation  is  also  erroneous. 

But  if  we  suppose  that  compound  interest  is  chained,  we  shall 
Sad  that  each  term  of  the  series  will  progressively  and  rapidly 
diminish.  A  larger  quantity  will  have  to  be  subtracted  from  eadL 
teaa  in  soccession,  according  as  the  payment  is  more  distant.    We 
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Bhatl  tbufl  obtain  a  eenes  of  qnantities  in  geometrical  prc^nman, 
the  common  difference  being  a  ft-action:  and  by  the  laws  of 
Algebra,  we  know  that  anch  a  eeriee,  even  though  infinite,  hu  a 
finite  limit.  Each  tenn  to  be  added  is  amaller  than  the  preceding 
one ;  nntil  thej  at  last  diminish  to  0.  And  that  finite  limit  is  the 
Present  Yalne  of  the  infinite  annuity. 

Hence  we  see  that  the  Present  Talne  of  an  Annuity  most  ahnys 
be  calculated  at  compound  interest  to  obtain  a  rational  result 
The  Present  Value  of  each  term,  or  future  payment,  is  soch  a 
sum  as  improved  at  compound  interest  at  a  given  rate,  vaUi 
amount  to  the  sum  in  the  given  time.  And  the  Present  Vdoe  of 
the  whole  annuity  is  the  sum  of  a  series  of  the  Present  Y^ucs  of 
each  term. 

That  compound  interest  is  natural  and  proper  ia  clear,  became 
if  a  sum  of  money  produces  interest,  it  makes  no  difierenoe 
whether  it  be  called  capital  or  interest ;  and  as  soon  as  interest  has 
accrued  &om  the  capital,  that  interest  as  naturally  piodacei 
interest  as  the  capital  did. 

We  also  observe  that  if  the  abenrd  doctrines  of  bo  msnj 
philo6(^herB  and  divines  had  been  followed  in  practice  it  wonU 
have  been  impossible  to  have  bought  landed  pn:^>ert7  ;  but  nstiite 
herself  refutes  their  folly :  because  if  a  seed-com  be  planted  in 
the  ground  it  naturally  multiphes  twenty,  thirty,  fiirfy  fold ;  and 
consequently  the  value  of  the  produce  must  be  jttst  eo  many  tinKB 
more  vcdaable  than  the  parent  seed :  and  eo  if  a  man  lendi 
another  money  to  purchase  the  seed-com,  he  is  &irly  and 
equitably  entitled  to  receive  a  share  of  the  profit  made  by  the 
nse  of  his  money. 

We  have  akeady  observed  that  all  "  loans "  of  money  are  in 
reaUty  exchanges ;  the  property  in  the  money  is  transferred  to  tbe 
"  borrower"  and  in  exchange  for  it  the  lender  receives  the  Mgbt 
to  demand  an  equal  sum,  with  or  without  interest,  as  the  caseuuj 
be,  at  a  fliture  time.  Hence  they  were  called  mutua  in  BoaBi 
Law.  The  etymology  of  the  woni  given  in  the  Pandects  («r  nut 
iuumjit)  is  disallowed  by  modem  Latin  scholars.  Mommseu  tafl 
that  mutum  cornea  IVom  mwfare,  Uke  dividuus  from  divide  laiA 
deciduua  from  decide.  However  that  may  be,  either  etymologj 
exactly  expreaaes  the  fact,  that  there  is  an  exchange  of  Properties. 
Ortolan  justly  aays  that  the  Right  to  demand  repayment  is  tbe 
Price  of  the  money.    Now  the  Price  need  not  be  demandable  in 
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cme  BOin ;  it  may  be  a  eenea  of  snms,  dther  payable  for  ever,  or 
for  a  limited  time.    Then  we  have 

£10Q  =  a  perpetaal  annuity  of  £3 ;  or 

£100  >»  an  annuity  of  £10  for  a  certain  ntimbcr  of  yean. 

And  as  these  quantities  are  equal  to  each  other,  a  penon  may 
either  pay  down  a  capital  anm  to  buy  an^  annuity ;  or  pay  aa 
annuity  to  buy  a  capital  Bom  payable  either  at  a  definite  time  or 
on  a  certain  event ;  or  only  at  an  infinite  distance  of  time,  i.  e., 
never ;  or  a  perpetual  loan. 

We  also  obserre  that  in  Economics  the  symbol  0  denotes  tiie 
Present  Value  of  a  sum  of  money  that  will  only  be  paid  at  an 
infinite  diatance  of  time ;  and  as  the  Present  Value  of  any  sum 
whatever,  however  large  or  however  small,  paid  at  an  infinite 
distance  of  time,  is  exactly  the  same,  i.  e.,  0,  it  shews  that  in 
EcotKHiucs,  as  in  every  ottier  branch  of  Physical  Science,  one  0 
may  be  any  number  of  times  greater  than  another  0,  which  some- 
times puzzles  juvenile  mathematicians. 

II.  We  most  now  shortly  consider  the  different  Tarieties  of 
Property  which  fall  under  the  class  of  Annuities. 

I.  The  hieit  form  of  an  Annuitif,  i.  e.,  the  Bight  to  a  tingle 
Jutuu  payment. 

This  comprehends  the  whole  of  Cconmercial  and  Banking 
Credit ;  which  is  the  Sight  to  a  single  foture  payment.  These 
Bights,  under  the  form  of  Bills  of  exchange,  Bank  Kotee, 
Deposits  in  Banks,  and  ordinary  Debts,  form  an  enormous  mass 
of  Exchangeable  Property,  much  larger  than  any  other  single 
species  of  Property.  There  is  no  difference  in  principle  between 
discountii^  a  Bill  of  Exchange  and  buying  a  landed  estate :  to 
discount  a  bill  is  to  buy  the  Eight  to  a  dngle  tiitnre  payment ;  to 
bay  a  landed  estate  is  to  discount  an  infinite  series  of  foture 
pajmenlB.  It  has  been  estimated  that  one  form  of  this  property 
alone,  namely,  deposits  .in  Banks  in  England,  amounts  to  about 
£800,000,000 ;  in  Commercial  Bills  probably  there  is  at  least 
ioOO,000,000 ;  and  if  we  include  all  other  forms  of  Credit,  there 
IB  probably  at  least  £2,000,000,000  of  Property  existing  at  the 
present  time  in  this  country :  and  this  is  Property  which  may  be 
boDght  and  sold,  just  as  much  as  so  much  money,  or  com,  or 
timber.  And  is  this  Property  tiie  "  annual  produce  of  land  and 
labour  "  ?  or  is  it  "  extracted  from  the  materials  of  the  globe  "  t 
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It  ma.j  be  as  well  to  remind  the  reader  that  thoagh  the  Bight 
to  demacd  is  called  the  Credit^  and  in  Bfarictneea  the  Dnty  to  pay 
onght  to  be  exclnaively  called  the  Debt,  yet  it  moat  nnfoitcmatdy 
happesB  tliat  this  Right  is  aim  called  a  Debt  And  this  ntay 
sometunea  lead  to  confusion  nnkss  it  be  caretiilly  obeerred 
whether  the  context  shews  that  it  means  the  Bight  or  the 
Duty. 

Thns  Mr.  Williamfl  aajs^ — ^"Within  the  dasa  of  cAwmhb- 
action  was  comprised  a  Right  of  growing  importance,  namely, 
that  of  Bning  for  money  due,  which  Bight  is  all  that  ia  called  a 
Debt." — "  We  have  seen  th&t  a  Debt  was  ancienUy  considered  aa 
a  mere  Bight  to  bring  an  action  against  the  Debtor."  *— "  Wboi 
a  Debt  or  demand  is  eqnitabte  only  " — "  Debts  being  formed; 
considered  as  mere  Kighta  of  action."  So  the  Act  46  G«o.  III., 
o.  135,  s.  S,  eoacta  that  one  "  Debt  or  demand  may  be  set  off 
against  another."  So,  as  may  be  seen  in  ahnoet  any  daily  fvper, 
the  execntors  of  deceased  penons  advertise  for  any  peraoos  who 
have  Debts,  claims,  or  demands  agmnst  the  estate  of  the  deceased 
person  to  give  in  a  statement  of  them. 

Bnt,  on  the  other  hand,  Mr.  Williama  alao  says* — "Eveiy 
person  who  borrows  money  npon  mortgage  or  not,  incnrs  a  Ml, 
or  personal  obligation  to  repay  it  ont  of  whatever  means  be  ma; 


Now  when  we  hare  said  in  many  places  that  Debts  are  Wealtli, 
we  mean,  of  course,  Debts  in  the  sense  of  esdiangeable  Bigfata, 
or  Credits,  which  may  be  bought  and  sold. 

II.     An  AnnuUy  for  a  limited  teriei  of  termt,  but  exceeding  one. 

This  variety  is  much  the  most  complicated ;  and  indndes  a 
great  nnmber  of  enb-Tarieties,  the  calcoladon  of  whose  valae 
involves  a  considerable  portion  of  the  Theory  of  Probabilities.  It 
inclndes  the  theory  of  the  valne  of  leases,  fines  on  the  renewal  of 
Ieaae8,estates  in  remainder  or  reversion,  vested  and  contingent 
and  life  and  snrvivorship  annnities  of  all  sorts.  To  enter  into  > 
taU  detail  of  ihe  methods  reqoisite  to  find  the  valne  of  all  these 
several  annuities  wonld  require  an  immense  amount  of  mathema- 
tical detail,  which  ia  wholly  beyond  the  purpose  of  this  work,  and 
for  which  we  must  refer  to  the  standard  treatises  on  these  sabjects. 
All  we  can  do  here  is  to  sketch  very  briefly  the  different  classes 
'  Trineffilee  of  (*«  Laus  of  Arwmol  Prvptrtt,  p.  i.  ■  Ibid.,  f.  loe. 
*  iVmciplM  of  a«  £kud  qf  Seal  Avpcriy,  p.  301. 
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that  may  be  formed ;  and  the  specieB  of  piopert;  wMcfa  is  indoded 
in  Uiem.     We  maj  have  then — 

1.  A  teriei  to  commtnce  immediattly  and  to  terminate  at  a  gierni 
time. 

(a.)     And  oj  tMi  ilu  termnatitm  may  be  certain. 

ijnder  this  fonn  are  inctnded  all  leasee  for  a  certain  number  of 
yeaia,  as  nHcally  of  forms  and  honsee ;  and  all  anntiities  for  a  fixed 
nomber  of  years ;  a  form  in  which  public  debts  are  sometimes 
contracted.  In  either  of  these  cases  the  capital  la  adTttnced,  and 
in  exchange  for  it  the  right  of  receiving  s  smes  of  payments  is 
received,  which  is  the  annuity.  In  the  case  of  the  hoose  or  the 
&rm,  the  use  of  eitlier  of  them  is  granted  for  a  certain  aomber  of 
yeara ;  and  an  annuity  received  in  exchange  for  its  nee,  and  at  the 
end  of  the  t«rm,  the  honse  or  the  form  are  restored  to  their 
owner :  in  the  case  of  terminable  annnities,  the  interest  is  paid 
every  year  together  with  a  certain  enm  to  replace  the  capital  by 
instahoentB ;  bo  that  at  the  end  of  the  term,  the  whole  capital  b 
lestoied. 

(b.)     Or  the  termination  may  be  uncertain, 

IJi^r  this  form  are  alllife  annuities  commenciDg  immediately. 

(b.  1.)  A'ni  thie  termination  may  depend  upon  a  eingle  uncer- 
lam  event ;  or  (b.  2)  upon  teveral  uncertain  event*. 

lliua  an  amiuily  may  be  granted  to  contanue  dnrii^  the  lifo  of 
a  smgle  person :  or  during  l^e  life  of  the  snrviTor  of  several 
pergouB. 

2.  A  *eriea  to  begin  at  a  fiUure  tim»  and  to  continue  a  limited 
ntmAer  of  yean. 

(a.)  Of  ihitform  the  commencewunt  and  termination  may  both  be 
tertain  and  definite. 

Of  tliis  the  fine  pud  for  the  renewEil  of  an  unexpired  lease  is 
an  example. 

(a  1.)  Or  the  commencemerU  mw/  be  certain  and  definite  and 
the  end  certain  but  indefinite. 

Thus  an  estate  may  be  granted  to  A  and  bis  heirs  for  ten  years ; 
and  then  to  B  for  life. 

Or  A  may  purchase  an  annuity  for  life,  to  commence  at  the  end 
of  a  given  term. 

(a  2.)  Or  the  commettcement  may  be  certain  and  definite ;  but  the 
Old  uncertain  and  indefinite. 

Thus  an  estate  may  be  granted  to  A  for  10  years,  and  then  to  B 
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until  some  oontingent  event  happens,  as,  for  instance,  nntil  be 
marries ;  and  then  to  C. 

Or  a  husband  may  beqneath  an  estate  to  his  widow  so  long  u 
she  reniaina  nnmarried. 

(a  S.)  Or  the  commencement  may  he  certain  but  indefinite,  Mi 
the  end  certain  and  definite. 

Thna  an  annuity  for  aeTenlj  years  may  be  granted  to  B  and  bis 
heirs,  to  conunence  on  the  death  of  A. 

(a  4.)  Or  the  commencement  mat/  be  uncertain  and  indefinite,  <ud 
the  lermination  certain  and  definite. 

Thus  an  estate  or  an  amiuity  for  a  term  of  years  may  be  settled 
on  B,  contingent  on  A  marrying,  or  having  a  son. 

(a  6.)  Or  the  commencement  may  be  uncertain  and  indefinite,  mi 
the  (ermtno/iort  certain  but  indefinite. 

Thus  a  grant  may  be  made  to  thirty  different  living  persona  in 
succession,  separately,  for  their  lives. 

Or  a  snrvivorship  annuity  may  be  effected  by  a  husband  in 
favour  of  his  wife. 

i    (a  6.)     Or  the  commencement  and  termination  may  both  be  tmoT' 
tain  and  inihfinile. 

Thus  on  estate  may  be  granted  to  A  until  some  contingent?, 
such  as  marri^c,  bankruptcy,  birth  of  a  son,  sacceeding  to 
another  estate ;  then  to  B  on  similar  contingencies ;  then  to  C, 
and  so  on. 

8.  A  teries  to  commence  at  a  future  period  and  to  continue  far 
ever. 

(a.)     And  of  tkit  the  eommeneement  may  be  certain  and  definite. 

Thus  an  estate  may  be  sold  to  B,  subject  to  a  lease  to  A. 

(b.)     Or  the  commencement  may  be  certain  but  indefinite. 

Thus  an  ratate  may  be  settled  on  B  for  life,  with  remainder  to 
B  in  fee. 

(c.)     Or  the  commencement  may  be  uncertain  and  indefinite. 

Thus  an  estate  may  be  settled  on  A  and  his  heiis,  whom  failing, 
on  B  and  his  heirs. 

Or  an  estate  may  be  granted  to  A  until  he  be  bankrupt,  or 
innumerable  other  contingencies,  and  then  to  B  and  his  heiia. 

To  this  form  belongs  the  whole  theory  of  estates  in  remainder 
or  reversion,  vested  or  contingent,  executory  interests,  springing 
or  shifting  nses,  and  executory  devises,  a  subject  of  immense 
importance. 
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III.  ,  The  largett  form  o/  an  AnnuUy,  i.  e.,  a  aeries  of  future 
paymenU  for  ever. 

This  comprehends  the  whole  theory  of  the  Value  of  estates  in 
fee  Bimple,  and  that  portion  of  the  public  fonde  which  consists  of 
perpetiul  annnities.  To  purchase  an  estate  in  fee  simple  is 
merel;  to  discoant  a  series  of  fbture  paymenta  for  ever,  as  already 
explained,  and  the  same  is  obfioosly  true  of  bnyii^  into  the 
Foiidfl. 

On  the  Nature  of  the  Fcsoa. 

12.  The  nature  of  the  Funds  has  been  a  source  of  so  much 
inisconceptioQ  among  writers  that  we  must  enlarge  somewhat  upou 
them. 

Suppose  th^  a  man  possessed  a  million  of  money  in  the  funds, 
as  is  said,  every  one  would  say  that  he  was  a  wealthy  man,  and 
tliese  funds  would  be  called  capital  to  him,  because  they  would 
produce  him  an  income  of  £30,000  a  year. 

If  this  be  allowed,  it  would  appear  to  follow  that  the  Funds  are 
Wealth  and  Capital.  Yet  many  persons  would  think  that  any  one 
who  said  so  bad  taken  leave  of  bis  senses.  This  diflagreemcnt 
among  writers  only  shews  that  they  have  not  thoroughly  investi- 
gated the  subject.  And  to  understand  the  subject  proi>erly 
requires  an  inrestigatioii  of  the  fundamental  conceptious  and 
nature  of  Economics. 

In  the  first  place— What  are  the  Funds  ? 

When  a  Government  wants  to  raise  a  large  sum  of  money  at 
once  to  meet  some  great  public  emei:^ency,  such  as  a  famine,  a 
war,  or  to  construct  some  gretit  public  work,  such  as  a  railway, 
canal,  or  anything  else,  it  borrows  a  capital  sum  of  money,  and 
in  exchange  for  the  capital  sum  it  agrees  to  pay  a  fixed  annuity 
for  ever.  Now  the  Bight  to  demand  this  perpetual  annuity  is 
called  a  Rent ;  just  as  the  Bight  to  receive  an  annuity  in  exchange 
for  the  use  of  lands  or  houses  is  called  a  Rent.  This  annnity  was 
called  a  Rent  formerly  in  English,  but  the  name  has  been 
generally  discontinued;  it  is,  however,  still  the  usual  name  in 
French ;  the  French  funds  are  called  Rentes.  The  capital  sum 
iB  said  to  he  funded,  t.  e.,  fixed,  because  the  Government  does  not 
bind  itself  to  repay  the  capital,  but  only  the  annual  rent.  If  the 
anunitant  wishes  to  get  back  his  capital  sum  he  must  sell  his 
umni^  to  some  one  else.    So  &r  as  regards  the  annoitant,  there- 
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fore,  it  is  exactly  the  same  thing  to  him  aB  if  he  had  bought  m 
estate  in  land.  Now  the  nature  of  this  property  has  been  a  eon 
puzzle  to  miuiy  Economists :  and  some  have  denied  that  tiie 
incomes  of  the  fiindhoIderB  are  to  be  reckoned  in  tbe  genenl 
income  of  the  country. 

Mill  says* — "This  leada  to  an  important  distinction  in  the 
meaning  of  the  word  Wealth,  as  applied  to  the  posBesaiooB  of  the 
individnal,  and  to  those  of  a  nation  or  of  mankind.  Id  the  wealth 
of  mankind  nothing  ia  included  which  does  not  of  iteelf  answer 
Bome  purpose  of  use  or  pleasare  (?)  To  an  individual,  anything 
is  weijth  which,  though  useless  in  itself,  enables  him  to  claim  from 
others  a  part  of  thoir  stock  of  things,  uscfal  or  pleasant.  Takt, 
for  instance,  a  mortgage  of  a  thousand  pounds  on  a  landed  estate. 
This  is  wealth  to  the  person  to  whom  it  brings  in  a  revenne,  awl 
who  could  perhaps  sell  it  in  the  market  for  the  fiill  amount  of  the 
debt.  But  it  is  not  wealth  to  the  country ;  if  the  eiigagement 
were  annulled  the  country  would  be  neither  poorer  nor  riehtf. 
The  mortgagee  would  have  lost  a  thousand  pounds  and  the  owner 
of  the  land  would  have  gained  it.  Speaking  nationally,  Uie  mort- 
gage was  not  itself  weaJtii,  hut  merely  gave  A  a  claim  to  a  porldMi 
of  the  wealth  of  B.  It  was  wealth  to  A,  and  wealth  which  he 
could  transfer  to  a  third  person;  but  what  he  so  transferred  wai 
in  fact  a- joint  ownership,  to  the  extent  of  a  thousand  pounds,  in 
the  land  of  which  B  was  nominally  the  sole  proj»ietor.  The 
position  of  ftindholdcrs,  or  owners  of  the  public  debt  of  a  comitiy, 
is  similar.  They  are  rrwriffoffees  on  the  general  wealth  of  the  amnby. 
The  cancelliog  of  the  debt  would  be  no  destmclaon  of  wealth,  but 
a  transfer  of  it:  a  wrongful  abstraction  of  wealth  trota  ceitaiu 
members  of  the  community,  for  the  profit  of  the  Govemmest,  or 
of  the  taxpayers.  Funded  jn-operty,  therefore,  eaniwt  becoimleda* 
part  of  the  national  tcealtk.  This  is  not  always  bome  in  mind  by 
the  dealers  in  statistical  calcalations.  For  example,  in  estimates 
*-!  the  gross  income  of  the  coantry,  founded  on  the  proceeds  of 
the  income  tax,  incomes  derived  from  the  Fands  are  not  always 
excluded:  though  the  taxpayers  are  aeseaaed  on  tJieir  whole 
nominal  income,  witbont  being  permitted  to  deduct  from  it  the 
portion  levied  fh>m  them  in  taxation  to  form  the  income  (^  the 
fhndholder.  In  the  calculation,  therefore,  one  portion  of  the 
general  income  of  the  country  is  counted  twice  over,  and  tbe 
•  rreliminary  Btnarki, 
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aggregate  amonnt  made  to  appear  greater  than  it  is  by  almoet 
thirty  millions.  A  country,  however,  may  include  in  ite  wealth 
all  Block  held  by  its  dtizem  in  the  funds  of  foreign  conntriea,  and 
other  debts  dne  to  them  from  abroad.  But  even  thia  is  only 
wealth  to  them  by  being  a  part  ownership  in  wealth  held  by 
oUieiB.  It  forma  no  part  of  the  collective  wealth  of  the  human 
race.  It  is  an  element  in  the  distribntion,  but  not  in  the 
oonqtodtioQ,  of  the  general  wealth." 

IS.  It  would  be  impossible  for  any  passage  to  contain  a 
greater  series  of  misconceptions  and  errors  than  the  preceding 
pttragraphs :  and  as  they  relate  to  a  subject  of  great  importance, 
and  iuvolre  many  of  the  ftmdamcntal  conceptions  of  Economics, 
we  must  examine  them  at  some  length. 

I.  The  first  ambiguity  arises  ftom  the  nse  of  the  term 
"National  Wealth."  Mill  allows  that  the  funds  are  wealth  to 
the  owners  of  them ;  but  he  says  they  are  not  part  of  the  ttalioaal 
wealth.  Now  the  ambiguity  arises  in  the  use  of  the  word  natimal. 
Now  when  we  say  that  the  word  Wealth  means  notliing  bat 
exchangeable  property,  national  wealth  can  only  mean  that  pro- 
perty which  belongs  to  the  nation  in  its  corporate  capacity,  such 
as  public  lands,  public  forests,  doc^ards,  the  navy,  and  so  on  ; 
things  which  do  not  belong  to  any  private  individual.  No  one 
could  properly  say  that  property  which  belongs  to  individuals  is 
national  wealth.  My  money  belongs  to  me  and  not  to  the  nation. 
The  funded  debt  is  the  right,  or  property,  residing  in  certain 
individuals  to  demand  oertain  payments  from  the  nation.  Now  a 
tow's  duty  to  pay  a  certain  sum  of  money  at  a  given  time  is  no 
put  of  his  wealth ;  but  yet  the  right  to  receive  it  is  the  property 
of  his  creditor,  which  may  be  bought  and  sold  (  and  therefore,  by 
onr  definition,  it  is  simply  wealth,  or  an  exchangeable  quantity, 
until  it  is  paid  off,  when  it  ceases  to  exist,  lil^e  anything  else 
which  is  destroyed.  In  a  similar  way  the  national  duty  to  pay 
certain  sums  of  money  is  no  part  of  the  national  wealth ;  but  yet 
the  Bights  to  demand  these  payments  are  exchangeable  quanti- 
'us;  they  may  be  bought  and  sold;  therefore  they  arc  simply 
wealth  i  precisely  in  the  same  sense  that  Bills  of  Exchange  and 
Bank  Notes  are.  The  funds  are  certain  Rights  created  by  the 
■utiou  in  favour  of  certain  individuals  who  have  done  services 
to  the  nation :  and  they  are  exactly  similar  to  a  debt  created  by  an 
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iDdiTidual  in  exchange  for  serrices.  Now  we  have  aeTeral  dma 
diBtinctlf  explained  that  a  debt  is  atways  created  by  an  eschaoge, 
and  that  a  duty  to  pay  a  Bom  of  money  at  a  fatnre  time  is  m 
diminution  of  a  man's  present  property.  But  yet  the  Bight  to 
demand  the  money  may  be  bonght  and  sold,  and  therefore  it  ii 
wealth,  by  the  mianimoos  declaration  of  all  lawyers  and  Econo- 
mists. When  the  debt  is  poid  off  it  is  another  exchange.  So, 
although  the  nation  has  engaged  to  make  a  series  of  payments  in 
fiiture,  tliat  is  no  diminution  of  its  present  property ;  bnt,  never- 
theless, the  Rights  to  these  future  payments  may  be  bought  and 
sold.  When  we  say,  therefore,  that  the  funds  are  wealth,  it  meant 
nothing  more  than  this — that  they  are  exchangeable  propertj— 
they  may  be  bought  and  sold.  There  is  no  assertion  made  &»t 
they  are  national  wealth.  What  may  be  called  naiional  wealth, 
however,  is  the  belief  in  its  probity  and  capacity  of  fnlfilling  its 
engagemeuts,  which  enables  it  to  purchase  this  money  wilh  its 
promise  to  pay  a  series  of  sums  in  future.  This  is  ite  "  pnr- 
chasing  power";  jnst  in  the  same  way  as  a  merchant's  credit  is 
purchasing  power  to  him;  and  hence  as  Mill  himself  defioei 
wealth  to  be  "everything  which  has  purchasing  power";  this 
credit  is  wealth  equally  to  the  merchant  and  to  the  nation. 

2.  *  Uill  has  completely  mistaken  the  nature  of  the  funds:  hs 
compares  them  to  a  mortgage  deed.  This  is  afaodameutal  miscon- 
ception of  the  nature  of  tic  ftrnds.  What  is  a  mortgage  deed? 
When  a  man  wants  to  borrow  money  on  the  security  of  land,  ho 
executes  a  deed  transferring  the  property  in  the  land  itself  to  the 
lender:  a  mortgage  deed,  therefore,  is  nothing  bat  a  title  deed  to 
laud :  and,  of  course,  no  one  says  that  the  title  deeds  to  a  piece  d 
land  lure  separate  property  from  the  land  itself.  A  mortgage  deed, 
therefore,  belongs  to  the  same  class  of  docoments,  or  instnunenta, 
as  Bills  of  Lading,  Dock  Warranty  Invoices,  and  oUier  titks  to 
specific  things.  We  have  caref\illy  pomted  out  the  fundamaital 
distinction  between  these  Muds  of  inatmments,  and  ingbiimenls 
of  credit.*  Mortgages,  Invoices,  Bills  of  Lading,  and  Dock 
Warrants  always  describe  the  specific  land  or  goods  to  which  thej 
are  attached:  they  do  not  form  any  property  separate  firom  them: 
bnt  Credit  is  a  mere  abstract  Right  to  demand  money  ;  abeolntel; 
aeparate  ^m  any  specific  money,  by  the  very  nat^nre  of  the  thiag. 
Now  the  funds  are  not  a  mortgage  deed,  but  are  simple  credit. 
■  Chap.  17/.,  §  1. 
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HiQ  BkjB  that  the  ftandholders  are  mortg^eee  on  the  general 
wealth  of  the  oooutrj.  If  bo,  where  are  the  mortgage  deeds  ? 
^ere  are  the  deeds  enomerating  and  catalogning  the  gener^ 
wealth  of  &e  country  and  conveying  it  to  the  fondholders  ? 
The  fact  is  that  Mill's  idea  la  a  complete  deliuiou,  though  a  very 
KUDinoa  one.  Sappose  a  merchant  has  a  hoose  valued  at  £1,000 ; 
and  EoppoBe  he  la  making  an  income  of  £1,000  a  year  in  his 
InsioesB ;  and  in  the  course  of  bis  hnainese  he  accepts  a  bill  for 
£100.  Then,  according  to  the  doctrine  of  Mill  aad  many  others, 
by  accepting  a  bill  for  £100,  he  has  thereby  executed  a  mortgage 
ooliis  house  I  It  is  evident  that  Urn  is  a  great  delufflon.  When 
he  accepts  the  bill  of  £100,  it  is  evident  he  expects  and  means  to 
pay  it  out  of  ihe/utifre  profits  of  his  business.  Hence  the  biU  is 
not  a  mortgage  on  his  house ;  but  a  charge  upon  his  income.  It 
is  aactly  the  same  with  the  fuuda ;  they  are  not  a  mortgage  npon 
tiie  existing  property  of  the  nation ;  they  are  a  charge  npon  its 
future  income. 

This  fallacy  appears  more  conspicuously  in  another  writer  who 
guDed  a  prize  of  £200  pat  at  the  disposal  of  the  Society  of  Arts 
for  the  beet  essay  on  the  mode  of  liquidating  the  National  Debt. 
Mr.  C^pe  says' — "There  are  two  antBgonistic  and  conflicting 
^Uades  respecting  the  National  Debt,  which  are  very  prevalent. 
The  first  is  that  ftinded  property  tonna  as  much  a  portion  of  the 
wedth  of  the  country,  and  is  therefore  to  be  reckoned  among  its 
assets,  as  lands,  houses,  or  any  other  description  of  tangible  pro- 
perty. The  second,  which  is  precisely  the  opposite  of  the  former, 
ia,  that  the  debt  is  a  subtraction,  or  deduction,  ftom  the  wealth  ot 
die  country;  that  the  conntry  is  so  much  the  poorer  for  it. 
Neither  Ijie  one  nor  the  other  is  correct ;  for  the  truth  is  that  the 
Kwitiy,  with  the  trifling  exception,  which  we  shall  hereafter 
name,  is  ueither  the  richer  nor  the  poorer  for  the  existence  of  the 
debt,  and  that,  consequently,  both  the  opinions  wo  have  mentioned 
u  being  preraleut,  are  erroneous  j  whidi  we  shall  now  proceed  to 
shew. 

"With  regard  to  the  first — we  have  seen  estimates  made  of  the- 
total  trealth  of  the  conntry,  in  which,  after  the  enumeration,  as  a 
portion  of  the  wealth  of  the  nation,  of  lands,  hottses,  raw 
niateriaU,  and  manufactured  products  of  all  descriptions,  there 
baa  been  an  item  inserted  of  '  Funded  Property,'  which  has  been 
'  TJu  Satumal  Debt  fimadaUji  eoiaidend,  p.  86. 
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consiiJered  aa  of  iteelf,  an  actual  property,  separate  from,  and  u 
Bdditioa  to,  all  other  wealth.  Now  the  debt,  or  the  fnuds,  tboogh 
a  property  to  the  parties  who  hold  them,  are  not  bo  to  the  nation 
aa  a  whole  ;  for  they  are  only  a  mortgage  upon  the  rest  of  Ifujn- 
perty  of  the  country,  and  bj  jost  so  much  as  they  are  the  propeiij 
of  the  holders,  they  are  an  incnmbrance,  and  a  diminndon  c^  the 
yalne  of  the  things  so  mortgaged,  or  incumbered. 

"  It  is  precisely  a  parallel  case  to  the  following : — ^A  is  wortli 
£10,000  in  the  shape  of  an  estate  of  that  valne.  B  is  wortli 
£5,000  in  money.  A  mortgages  his  estate  to  B  for  £5,000,  ani 
spends  the  money  nnprodactively.  Let  now  a  valuation  be  nude 
of  the  property  of  A  and  B  jointly,  and  we  shall  find  that  the 
amonnt  of  their  nnited  wealth  is  just  the  valne  of  the  estate,  and 
nothing  more.  The  estate  is  worth  £10,000,  £5,000  of  which 
belong  to  B  aa  mortgagee,  and  £5,000,  the  valne  of  the  equity  of 
redemption,  to  A  as  mortgagor.  The  mortgage  in  no  way  adds  to 
the  Talne  of  the  estate,  and  though  it  is  a  property  to  B,  u 
mortgagee,  it  is  to  the  same  eitent  a  diminution  to  A  of  tlie 
valne  of  the  estate. 

"It  is  the  same  with  the  National  Debt.  The  whole  country  i»i 
ite  prodvctions  are  mortgaged  to  the  fundhoider,  to  the  extent  if 
about  one-seventh  of  their  value :  and  tJiough  such  fimds  f<Hta  ■ 
property  to  the  holders  of  them,  they  are  only  so  in  the  charader 
of  a  mortgage,  which  rsdnces  the  value  of  the  property  mortgaged 
to  its  proprietors  by  just  the  amonnt  of  the  mortgage.  In  taking, 
therefore,  any  account,  or  making  any  valuation,  of  Ihe  tctd 
wealth  of  the  country,  funded  property  must  not  be  put  down  « 
an  it«m,  unless  you  make  a  corresponding  deduction,  ou  the 
other  hand,  from  the  value  of  the  property  ctf  which  it  fbrniB  > 
mortage." 

Now  here  we  have  Mill's  fallacy  stated  at  greater  length ;  ud 
we  again  say  that  a  mortgage  is  the  name  of  a  deed  of  conveyance 
of  property.  It  is  a  deed  of  sale  of  some  special  property,  mtb 
the  right  of  reporchase,  npon  paying  off  the  debt;  and  the  mort- 
■gagee  becomes  the  actual  owner  of  the  property.  Now  when 
were  the  fundholders  ever  put  by  a  formal  deed  of  conveyance  into 
possession  of  the  country  or  its  productions  F  Let  as  see  the  Act 
of  Parliament  that  did  so.  Until  the  deed  of  conveyance  which 
gave  over  the  country  and  its  productions  to  the  fundholders  cut 
be  produced,  it  is  clear  that  the  taoAs  are  not  similar  to  a  mort- 


tzsd  by  Google 


I U.]  THE  FUNDS.  231 

gage  on  the  property  of  the  conntij.  No  one  ever  pretended  that, 
BOi^  a  thing  ever  took  place.  The  property  in  the  C0Qatr7  and 
its  prodncdoiu  remains  with  their  owners,  and  was  never  given  to 
the  ftudholders.  Hence  the  fimde  are  not  a  nu^tgage  on  the 
property  of  the  conntrf. 

Mr.  Capps  ralnea  the  wealth  of  the  conntry  at  £6,000,000,000. 
Where  does  he  get  this  yalue  from,  and  what  is  iacluded  in  it  ? 
At  all  events,  taking  this  value,  he  says  that  the  National  Debt  is 
aboat  one-seventh  of  the  wealth  of  the  country. 
But  what  is  the  Wealth  of  of  the  country  ? 
ftnith  and  nearly  every  EcononuBt  of  name  since  his  day,  have 
all  maintained  that  the  natural  and  acquired  abilities  of  all  the 
membera  of  eociety  are  part  of  the  weaUh  of  the  oonnty.  They 
all  admit  that  &&  expense  of  education  is  fixed  capital,  and  to  be 
CDOnted  in  the  wealth  of  the  country.  Are  these  included  in  Mr. 
Capps'B  estimate  of  the  wealth  of  the  country  ?  We  will  venture 
to  say  they  are  not.  Moreover  we  surmise  that  that  gigantic  mass 
of  property  called  Incorporeal  Property,  of  which  we  are  treatit^ 
m  tJiis  chapter  is  not  inclnded  in  his  estimate.  What  then  is  its 
worth? 

Now  when  Mr.  Oapps  says  that  the  National  Debt  is  abont  one- 
seventh  (rf  the  wealth  of  the  country,  we  mnat  manifestly  know 
what  he  includes  under  "  wedth."  When  he  says  that  it  is  a 
mortgage  on  this  wealth,  we  must  clearly  know  what  is  mortgaged. 
We  entirely  deny  that  the  National  Debt  is  a  mortgage  on  the 
property  of  the  country ;  we  say  that  it  is  a  charge  upon  the 
iaeonu  of  the  people,  which  is  a  totally  distinct  thing. 

The  importance  of  this  distinction  in  comparing  the  weight  of 
the  National  Debt  to  the  wealth  of  the  country  is  manifest  when 
we  consider  that  the  payment  of  the  interest  of  the  debt  is  not  only 
a  charge  upon  persons  who  have  material  property  ;  but  a  diai^e 
npou  the  indnstry  of  persons  wly>  have  not  material  property.  The 
mdnstry  of  all  the  professions  is  jnst  as  much  pledged  for  the 
payment  of  the  dividends  as  the  incomes  of  thoee  who  have  real 
estate.  Intellectual  capital  is  just  as  mnch  pledged  as  material 
capital;  a  consideration  of  the  greatest  importance,  when  we 
congider  the  weight  of  the  debt,  and  the  proposed  means  of  paying 
it  off;  as  well  as  the  plan  of  raising  all  the  charges  of  the  year  by 
taiation  in  the  year. 
Some  persons  propose  that  the  debt  should  be  extiagulshcd 
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by  compelling  every  one  who  haB  property  to  give  np  80  mndi  of 
it.  But  bow  are  we  to  compel  tboee  whose  whole  proper^ 
consUts  in  their  abilitiee,  to  give  up  a  part  of  it  7  No  donbt  it  it 
poeaible  to  confiBcate  material  property.  If  s  man  has  a  hnndnd 
acres  of  land,  or  a  thooeand  poondB,  Uie  State  may  take  away  ta 
acree  of  laad,  or  a  hnndred  poands  of  his  money,  one-tenth  of  tiii 
capital ;  bnt  how  is  the  State  to  take  away  one-tenth  pari,  of  hii 
intellectnal  captal?  A  great  lawyer  makes,  perhaps,  £10,000  > 
year.  While  he  does  bo,  hie  talente  are  as  mnch  coital  to  him  u 
an  estate  iu  land  of  £10,000  a  year  to  its  owner.  Bat  how  is  the 
State  to  get  hold  of  one-tenth  of  his  capital  ?  Is  it  to  take  rh 
axe  and  chop  off  a  bit  of  his  head  ?  It  is  perfectly  deal  that 
there  is  no  poesible  method  of  taxing  intellectnal  cE^italbotbj 
taxing  its  profits,  or  income.  Now  the  indostry  of  every  lavyer, 
and  every  other  professional  man,  and,  in  fact,  of  every  labooring 
man,  is  as  much  pledged  for  the  payment  of  the  dividends  aa  Uk 
incomeB  of  men  of  real  estate. 

We  have  now  to  consider  what  is  the  real  weight  of  tlie 
National  Debt  in  the  country.  Mr.  Gapps  says  that  in  i8&7  the 
anm  of  £6,000,000,000  may  be  thought  a  moderate  and  feir 
estimate  of  the  national  wealth.  The  total  debt  he  estimates  at 
800  millions,  &om  which  it  appears  that  the  debt  would  he  alnust 
ODe-Beventh  of  tlie  property. 

Now  all  such  estimates  of  the  wealth  of  tJie  country  are  inere 
delusions  and  snares.  No  Qovemment  inquiry,  much  leas  any 
single  writer,  ever  could  have  aiiy  valuation  of  the  wealth  of  tie 
country  which  would  be  of  service  in  a  scieutiGc  point  of  vie*. 
We  vnH  be  bonnd  to  say  that  in  this  estimate  all  intellectaal 
capital  and  incorporeal  estate  is  wholly  neglected,  which  all 
contributes  to  the  payment  of  the  dividends. 

It  is  perfectly  manifest  that  the  true  way  of  estimatiiig  tiw 
weight  of  the.debt  is  to  compare  tlie  interest  payable  for  the  debt 
with  the  genend  income  of  the  people  of  the  country.  The  nataM 
is  bonnd  to  pay  about  30  millions  a  year  out  of  its  income  to  the 
fimdholders.  What  proportion  then  does  that  stun  bear  td  Uie 
iacorae  out  of  which  it  is  paid  ?  That  is  clearly  the  true  waglit 
of  the  debt. 

Mr.  Gapps  says  that  in  1857  the  income  of  the  country  might 
be  taken  at  between  5  and  6  hundred  millions.  Adopting  ttiis 
estimate  for  the  eake  of  argument,  it  is  quite  clear  that  the  weight 
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of  ihe  debt  is  as  SO  to  GOO,  or  one-twentieUi  part.  As  a  matter 
of  fact,  however,  we  believe  this  eBtimate  of  the  income  of  the 
conntry  to  be  greatly  nnderestimated ;  and  that  even  at  that  time 
it  was  mach  nearer  1,000  milUooB  than  600  millionB;  and  this 
would  make  the  debt  only  about  one  thirty-third  part  of  tbe 
income  of  tbe  country.  Since  then,  tbe  debt  itself  has  diminished, 
and  the  income  of  &e  people  has  greatly  increased,  so  that  the 
comparative  weight  of  the  debt  has  considerably  diminished  i 
probably  at  the  present  time  it  does  not  amonnt  to  the  fortieth 
part  of  the  income  of  the  conntry. 

8.  Kill  then  says  Uiat  "  the  cancelling  of  the  debt  wonld  be  no 
destruction  of  wealth,  but  a  transfer  of  it,  a  wrongful  transfer  of  it 
(torn  certain  members  of  the  commonity  for  the  profit  of  the  Govern- 
ment, or  of  the  taxpayers.  Funded  pn^erty,  therefore,  caanot  be 
Gonnted  as  part  of  the  national  wealth  !  1  This  seems  to  be  a  most 
extraordinary  concladon.  A  tranxfer  of  wealth,  in  no  case  that  we 
can  imagine  is  the  destrvctwn  of  it,  Bnt  Mill  says,  that  becanse 
the  transfer  of  it  is  not  the  destnation  of  it,  it  is  not  to  be  coonted 
as  part  of  the  national  wealth.  A  highwayman  knocks  down  a 
traveller  and  robs  him  of  his  watch  and  his  money  :  now  this  is 
only  the  tratn/er  of  the  watch  and  the  money ;  it  is  not  a  destntC' 
fim  of  them  :  thebefobe  the  money  and  the  watch  are  no  part 
of  the  national  wealth  I  A  servant  robs  his  master :  that  ia  only 
a  transfer  and  not  a  deHruction  of  wealth  ;  thsrefore,  the  thing 
kIoIgq  is  no  part  of  the  n^ional  wealth  I  We  wonder  what  kind 
cf  Byllogism  leads  to  such  a  conclusion  7 

4.  Mill  then  says  that  Statisticians  who  include  the  income  of 
the  fimdholders  in  the  general  income  of  the  conntry  commit  an 
error.  That  the  taxpayers  who  provide  funds  to  pay  the  fimd- 
holders have  these  snms  ab'eady  counted  in  their  incomes  ;  and 
that  to  count  them  as  a  separate  income  of  the  fondholders  Is  to 
connt  the  same  snm  twice  over. 

This  argoment  is  somewhat  specious,  and  requires  investigation. 
Nov  if  it  were  true,  it  is  quite  clear  that  it  must  be  extended  to 
many  classes  besides  fondholders  :  to  all  persons  in  fact  who  re* 
ceire  their  incomes  out  of  the  taxes  which  ore  paid  out  of  the 
general  income  of  the  country.  Thns  the  Civil  List  of  the  Crown 
oDght  to  be  excluded  from  the  catalogue  of  national  incomes,  so 
onght  the  whole  pay  of  the  miUtary  and  naval  professions  :  so  the 
whole  administration  of  the  civil  service  from  the  Prime  Uinister 
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aad  the  Lord  Ohancellor  A>wn  to  tlie  humbleet  policemaiL :  bo  Ox 
inoome  of  the  Jndges  of  all  Borta  and  the  Law  Officers  of  the  CrowiL 
If  Mill's  armament  be  true  the  lacomes  of  all  these  peiscHU  must 
also  be  excluded  from  the  catalogOe  of  nadoual  inonne,  becanae 
the^  all  stand  on  Uie  bmou  footing  tA  the  fimdholdera :  th^  sie 
all  paid  ont  «f  Che  taxes  of  th»  ooontt;.  Are  beliereis  in  Uill 
pillared  to  adopt  tiMse  oo&ctnsioas  F  If  lus  argument  be  tnu, 
Ikow  can  thef  escape  from  flieu  7 

Bnt  if  Mill's  aigument  be  tnu,  it  most  be  -immensely  extended. 
The  income  of  rajlways  is  pud  out  of  the  general  InctMiie  of  the 
country,  just  as  much  aa  the  income  of  the  fandholders.  Onl]  in 
one  case  the  taxation  is  voluntary,  in  the  other  compulsory.  It  is, 
tbereforer  wrong  to  reckon  the  inuome-of  railways  s^Htrately.  But 
the  £Etct  ia,  to  make  the  matter  short,  a  shght  consid^atiott  will 
shew  that  the  income  of  every  trade,  business,  and  undertaking 
idiaterer,  in  succesaion,  is  paid  out  of  the  general  income  of  ths 
country, 

14.  We  may  state  the  propoeitiq^n  in  this  form.  Every  man'i 
vutmu  it  paid  out  of  the  mcomt  of  somt  otu  bUa. 

The  docfarina  st^ed  thoa  abruptly  may  startle  some  persona  ind 
may  seem  like  a  paradox :  neTerthelesa,  a  very  slight  examinatjoii, 
vlth  the  assistance  of  some  of  the  acknowledged  flmdamental 
truths  of  modem  Economics,  will  very  soon  nnravel  the  parwloi : 
and  it  is  coatained  In  the  extract  from  Smith  we  have  alieodj 
given,^  where  he  obeerres  that  the  same  pieces  of  money  pay  eTeij 
one's  income  in  eucceaeion. 

We  need  scarcely  remind  onr  readers  that  the  old  doctrme  wu 
that  in  an  exchange  noUher  side  gains.  Aristotle  and  Cicero  both 
maintain  this ;  and  Lnther  was  driven  into  one  of  bis  coBtomary 
flt«  of  fury,  by  the  bare  idea  that  in  an  exchange  either  dde  coold 
gain,  except  by  robbing  the  other.  This  doctrine,  whidi  had  eome 
show  of  plausibility  in  it,  gave  way  to  another  which  was  palpablj 
absurd.  It  was  then  maintained,  that  in  commerce  only  one  side 
gaJna — the  other  loses. 

Then  mankind,  as  usual,  havii^  tried  every  form  of  My,  were 
at  last,  perforce,  driven  to  adopt  the  only  remaining  conclosiaii, 
that  in  commerce  both  sides  gain.  And  this  is  now  the  acknov- 
ledged  doctrine  of  modem  Economics,  which  we  have  already  fnllj 
explained. 

1  WttlA  qf  JTaftnu,  B.  II.,  d.  t.    Autt,  ek.  IS,  %  63. 
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The  proposition  we  have  stated  above,  that  erety  mao's  inoome 
cornea  out  of  the  income  of  tmie  one  else,  stands  exactly  on  the 
same  footing  as  the  doctrine  that  in  commerce  both  sides  gain  ;  and 
is  the  necessaiy  consequence  of  it. 

Now  let  ns  take  a  few  examples. 

We  have  shewn  already  that  it  is  the  wants  of  men  alone  which 
give  Taioe  to  the  land.  It  is  well  known  that  men  will  continne 
to  want  food  and  clothing,  and  therefore  owners  of  land  devote  Uieir 
mon^  and  labour  in  prodacing  com  and  cattle.  Now  this  ia  their 
c^tsL  When  this  cf^ital,  in  the  form  of  com,  say,  has  produced 
its  increase,  the  landlord  offers  it  for  sale  to  the  pablic  The  pn>- 
ceeds  of  the  sale  in  ordinary  times  will  exceed  liie  cost  of  prodnc- 
tioo.  Now  the  pmtion  of  these  proceeds  which  equals  the  cost  of 
the  investment  replaces  the  capital,  and  all  above  that  is  profit  or 
income.  No  doubt  the  landlord  might,  if  he  choae,  spend  the  whole 
proceeds  in  personal  enjoyment  and  then  it  would  not  be  capital  to 
him.  But  we  suppose  him  to  be  a  prudent  man,  and  not  disposed 
to  diminish  his  capital.  We  may  thereibre  consider,  witiiont  error, 
all  the  excess  of  the  proceeds  above  the  cost  of  production,  as  profit 
or  income,  which  he  may  spend  npon  his  own  enjoyment  without 
diminiafaing  his  capitaL  Now,  where  does  that  income  come  fiton  f 
Hcet  clearly  from  the  income  of  some  one  else. 

A  merchant,  we  will  say,  does  business  on  a  similar  principle  to 
the  landlord.  He  invests  a  sum  of  money  in  business  as  c^iital, 
and  that  capital  brings  him  in  a  profit,  or  income,  which  he  may 
spend  on  penonal  enjoyment.  With  this  income  he  bnys  com  and 
meat  &om  the  landlord.  Hence  the  landlord's  income  is  derived 
tmta  the  merchant's  income. 

Beverse  the  case.  The  landlord  has  made  an  income,  and  he 
wants  things  from  (he  merchant  for  personal  use.  Therefore,  out 
of  his  income  he  purchases  things  from  the  merchant,  and  hence 
Bic  income  of  the  merchant  comes  out  of  the  income  of  the  landlord. 

It  might,  perhaps,  be  said  by  some,  that  though  this  is  tme,  so 
&r  as  it  goes,  yet  it  is  not  the  whole  trath.  Because  there  are 
man;  traders  who  never  deal  with  the  public,  or  ultimate  coa- 
nmiers,  but  only  with  intermediate  conBumers.  Thus  merchants 
deal  with  wholesale  dealers,  and  these  again  with  retail  dealers. 
When  the  wholesale  dealer  purchases  term  the  merchant,  he  pur- 
chases with  capital,  because  he  means  to  sell  af,wa.  But  the  mer- 
chant of  course  must  make  a  profit ;  and  l^is  comes,  in  this  case. 
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ftom  the  capital  of  the  vholeaale  dealer,  and  Dot  from  incmoe. 
80  the  profits  or  income  of  the  vholeefJe  dealer  come  &om  the 
capital  of  the  retail  dealer.  And  here  agiun  is  income  made  from 
capital. 

But  this  objection,  which  seems  plausible  at  first,  is  Boon  dis- 
dpated,  when  we  condder  that  the  ultimate  oonBomer  replaces  aO 
these  profits  in  the  price  he  pays  for  the  article.  The  price  he 
pays  for  it  manifestly  replaces  the  capital  and  tihe  profits  of  allHia 
intermediate  parties,  and  consequently  the  profits  made  by  these 
intermediate  parties  is,  in  &ct,  only  an  advance  of  the  profit  whidi 
is  to  be  recovered  at  a  fritnre  time  from  the  ultimate  consumer. 

Now,  the  very  same  mechanism  is  true  of  all  other  takers  and 
dealers  whatever.  Their  incomes  always  proceed  from  Uie  in- 
o(»nes  of  tlie  ultimate  consomeis  of  the  articles  they  deal  in. 

This  is  obviously  true  of  Railways.  The  income  of  raUwayseri- 
dently  comes  out  of  the  incomes  of  other  claasea  in  the  commmiity, 
and  yet  the  income  of  railways  is  josUy  reckoned  separately  m  the 
genf^  mcome  of  t^e  country. 

It  is  also  obviously  true  of  all  professional  men.  The  incomes 
of  lawyers  and  medical  men  manifestly  come  out  of  t^e  incomes  of 
their  cUents  and  patients.  So  the  incomes  of  actors,  and  those  of 
the  musical  profession,  evidently  come  out  of  the  incomes  of  those 
who  frequent  phtces  of  pnblic  amusement.  And  the  incomes  of 
all  these  persons  are  justly  reckoned  separately  in  the  geuenl 
income  of  the  country. 

We  wiU  take  a  case  even  yet  more  clear  and  decisive.  A  noble 
lord  has  an  income  of  £50,000  a  year.  He  keeps,  perhaps,  a 
French  cook  at  £300  a  year,  a  Scotch  gardener  at  £250  a  y«ar, 
and  a  retinae  of  other  domestics.  N'ow  it  is  quite  evident  that  the 
incomes  of  aU  his  empfoyea  and  domestics  comes  out  of  my  lord's 
income :  and  yet  their  income  is  reckoned  separately  in  the 
income  of  the  conntry  over  and  above  and  distinct  from  my  lord's 
income.  And  my  lord  pays  income  tax  on  his  income  ;  and  each 
of  his  employis,  whose  income  is  above  tJie  limit,  pays  income  tu 
on  his  income.    And  jnstly  so. 

Thns  we  arrive  at  this  general  trath,  after  exhausting  the  whole 
catalogue  of  incomes  in  succesdon — that  the  income  of  every  nun 
is  made  up  by  driblets  oat  of  the  incomes  of  other  people ;  and 
every  man's  income  (at  least,  of  those  who  spend  it)  goes  to 
make  np  the  incomes  of  all  the  persons  he  deals  with,  directiy 
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and  indirectly.  And  all  thiB  manifestly  flows  fttim  the  fact 
observed  by  Smith,  that  the  same  pieces  of  money  pay  every 
one'a  income  in  snccessioa  by  endless  circnlation. 

Henoe,  whenever  there  is  exchange  of  money  for  serrices 
there  is  a  profit,  and  income.  Now  the  jndges  perform  a  pablic 
service,  and  conseqnently  the  salaries  they  receive  from  the  pnblic 
are  justly  reckoned  as  income,  althoo^  they  are  paid  ont  of  the 
taies.  Il  is  precisely  the  same  with  soldiere  and  sailors ;  they 
perform  a  pnblic  service,  and  the  pay  they  receive  is  jnstly  reckoned 
in  the  general  incmne  of  the  country,  jnat  as  the  services  of  the 
French  cook  and  Scotch  gardener  are  reckoned  in  the  general 
income  of  the  country,  although  the  wages  they  receive  come  ont 
of  my  brd's  income  which  has  already  paid  income  tax. 

The  same  argument  exactly  applies  to  the  fundholdera ;  they  do 
a  Bcrviee  to  the  nation  by  lending  it  money  for  any  national 
emergency,  and  the  annnity  they  receive  in  exchange  for  this 
service  is  tmly  income  to  them,  and  to  be  reckoned  as  part  of  the 
general  income  for  the  same  reason  that  the  incomes  of  soldiers, 
sulors,  judges,  &a.,  are. 

These  considerations  Batis&ctorily  prove,  we  think,  that  Mill's 
objection  to  the  incomes  of  the  fundholdcrs  being  reckoned 
separately,  as  well  as  the  incomes  of  the  general  public,  is  not 
well  founded. 

15.  But  we  have  still  to  investigate  another  question.  Are 
the  fonds  separate  property?  Are  we  to  conclude  that  they  are 
part  of  the  wealth  of  the  nation?  14'ow  to  determine  this,  we 
most  not  let  dust  be  thrown  in  onr  eyes  by  names,  bat  we  must 
kwk  to  the  nature  of  the  thing. 

Let  us  suppose  that  a  country  was  subject  to  inundations  of  the 
Bca :  and  that  to  preserve  the  lives  and  property  of  its  inhabitants 
it  should  be  absolutely  necessary  to  erect  vast  sea-dykes.  Now,  as 
these  sea-dykes  would  be  for  the  general  benefit,  it  is  manifestly 
JDBt  that  all  the  inhabitants  should  contribute  to  their  formation 
ud  maintenance.  Now,  suppose  that  the  Government,  wanting 
to  execute  the  work  quickly,  borrows  large  scms  of  money  upon 
tbe  promise  to  pay  interest  for  it  out  of  the  taxes  of  the  country. 
The  money  boirowed  to  erect  the  sea-dykes  is  withdrawn  from 
other  purposes ;  and  if  it  had  not  been  spent  in  erecting  sea- 
dykes,  something  else  might  have  been  created  with  it.    But  this 
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is  evident — the  seardykes  are  Bomething.  The  people  of  tin 
conctiy  wanting  them  have  paid  money  A)r  them,  and  therefore 
they  are  to  be  placed  in  the  same  category  ae  any  other  propertj. 
It  is  evident  that  Uie  seardykes  of  Holland  are  fixed  Gtq)Ual  to 
the  country. 

ITow  let  ns  Boppose  that  in  order  to  make  the  original  Icau 
more  generally  UBefdl  and  convenient  for  the  lenders,  tJie  Chtveni- 
ment  makes  the  certificates,  or  vonehers  of  the  loaoa,  and  theii^ 
to  receive  interest,  transferable — would  they  not  be  separate  and 
independent  property  F  Call  it  by  what  name  ire  please— stodt, 
fimds,  or  public  debts — it  is  perfectly  evident  that  it  is  indepeodsat 
property. 

Now  such  a  conntry  is  Holland,  which  draws  20  feet  of  water. 
The  sea-dykes  of  Holland  were  formed,  and  are  maintained,  at  a 
great  expense. 

Now  let  us  ask  this  question,  are  the  sea-dykes  of  Holland  put 
of  the  wealth  of  Holland?  Under  the  peculiar  circumBtances  of 
that  conntry,  they  are  wanted ;  they  are  oBcfol :  they  are  the  rceolt 
of  hmnan  labour ;  and  they  are  embodied  in  a  material  foim. 
Taking  the  very  narrowest  view  of  wealth  that  any  KcoDomist 
has  taken,  these  sea-dykes,  under  the  peculiar  circomBtancee  rf 
the  case,  answer  all  the  conditions  of  wealth.  It  is  perfectly  dear 
that  they  stand  in  jnst  the  same  position  as  roads,  canals,  aod 
railways,  and  a  great  quantity  of  the  other  fixed  capital  of  tbe 
conntry.  The  people  continually  want  them,  and  they  piff  » 
portion  of  their  auiiaal  income  to  the  personB  who  made  Ihenii 
and  that  forms  the  income  of  the  persons  who  oonstnict«d  them, 
and  is  justly  reckoned  as  a  separate  item  in  the  catalogue  of  tlie 
general  income  of  the  country. 

So  the  Btock  of  any  public  company  engaged  in  any  trading 
enterprise  is  manifestly  part  of  the  wealth  of  the  country,  Bot 
the  value  of  thiB  Btock  manifestly  depends  upon  the  income  whicb 
accmes  to  the  company,  and  that  income  is  derived  from  tte 
incomee  of  the  general  community.  The  subject  of  shares  in 
public  cconpaniea  is  more  fully  considered  further  on. 

It  is  pnfectly  manifest  that  the  public  funds  are  pnq>eTi? 
analt^ns  to  the  stock  or  shares  of  any  public  trading  company- 
For  a  country  may  have  other  enemies  besides  the  s^  She  may 
have  human  enemies,  and  it  may  be  oecessary  to  raise  fleets  and 
armiee  to  defend  her  existence.  And  to  preserve  her  security  baa 
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these  eDemiee  it  may  be  neceflsary  to  borrow  large  Btuns  of  money 
upon  the  promiBe  of  paying  an  annual  interest  for  it  ont  of  the 
income  of  the  conntiy,  and  the  shareB  of  those  who  advance  thifi 
money  may  be  made  transferable,  and  are  the  public  fonds,  or 
pnbtic  debts. 

Now  it  is  evident  that  the  taaia,  created  to  obtmn  thia  maral 
Becority,  are  just  as  mnch  separate  property  aa  the  tunda,  at  stock, 
abated  to  oUain  the  material  secority  of  the  sea^ykes.  In  either 
case  it  is  a  serrioe  done  to  the  general  public,  who  have  to  pay  fbr 
it  out  of  their  general  income,  just  as  they  pay  tot  every  other 
service  whaterer.  And  the  incomes  of  t^ose  who  render  this 
service  stand  in  the  same  position  as  the  incomes  of  those  who 
render  any  other  service  whatever. 

These  coasideratioas  manifeBtly  shew  that  the  Ainde,  or  public 
debts,  are  property,  as  mnch  as  any  other  property,  and  tiiey  are 
properly  reckoned  as  independent  items  in  the  general  property 
of  the  counlay.  No  doubt  the  money  mi^t  have  been  spent 
in  some  other  way,  and  some  other  product  might  have  been 
obtained  instead.  It  is  also  true  that  the  expenditure  may  have 
been  injndicions,  and  other  things  might  have  been  produced 
which  wonid  have  been  more  advantageoas  for  the  coontry,  but 
these  considerations  in  no  way  affect  their  existence  as  property. 

The  argument  of  Mill,  then,  is  wholly  erroneous  as  applied  to 
fondbolders :  the  case  to  which  it  would  apply  is  where  a  father 
makes  his  son  an  allowance,  as,  for  instance,  to  keep  his  son  at 
college :  in  this  case  the  youth  does  nothing  to  earn  an  income :  it 
is  a  pure  gratuity :  it  cornea  oat  of  his  father's  income :  and  is  no 
nwe  to  be  reckoned  as  part  of  the  income  of  the  conn^  Qian 
the  sum  spent  in  maintaining  children  in  their  father's  house  i« 
[wt  of  ttie  income  of  the  country.  Sappose,  however,  a  father 
has  a  son  in  the  Ouarda,  and,  finding  his  pay  not  sofScient  to 
enable  him  to  maintun  him  suitably  to  his  position  in  society, 
makes  him  an  allowance ;  then  the  pay  he  receives  is  port  of  the 
income  of  the  country,  because  it  is  earned  in  exchange  for  a 
service  done;  the  aUowance  which  he  receives  from  his  fitther 
is  tkot  income :  it  is  mere  expenditure  on  the  part  of  the  fether, 
and  not  to  be  counted  as  income ;  but  the  Interest  paid  to  the 
Auidholders  is  a  sum  given  in  exchange  for  a  service  rendered, 
and  therefore  it  is  income. 
The  tme  reason,  therefore,  why  the  funds  are  property,  and  the 
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inoomea  of  the  faadholdera  are  to  be  reckoned  aa  port  of  tbe 
general  incomes  of  the  coantiy  is,  that  thej  are  payments  made  in 
exchange  for  aeiricee  done.  And  to  make  this  still  more  clear,  we 
may  take  as  examples  the  caaee  of  persons  who  do  not  receire 
permanent  salariee  for  coatinuoua  servicea  rendered  to  the  Stat^ 
like  jndges,  and  pnbUc  officials,  hot  those  who  do  it  a  temporar; 
service,  like  public  contractors.  Suppose,  fi>r  example,  the 
Goremment  contracts  with  a  priTate  shipbuilder  to  bnild  lieiii 
some  iron-clads :  then  tbe  money  earned  by  the  shiplmilder  is  part 
of  the  general  income  of  the  country,  precisely  in  the  same  v>; 
as  if  he  had  bnilt  them  for  priyate  persons :  and  yet  it  cmnes  ont 
of  the  general  taxes  of  the  country.  The  same  principle  applies 
to  all  other  pnblic  contractors ;  army  contractois  of  all  sorts,  con- 
tractors for  supplying  clothing,  arms,  rum,  bacon,  beef,  and  other 
stores  of  all  sorts.  So  contractors  for  building  the  great  pnblic 
offices  ;  and  all  other  public  contractors  whateyer.  The  incomes 
of  all  these  contractors  are  reckoned  as  part  of  the  general  income 
of  the  country,  predsely  in  tbe  same  way  as  if  they  had  per. 
formed  these  contracts  for  private  persons.  And  if  these  incomes 
are  part  of  the  general  income  when  the  serricea  are  perfonned 
to  private  individuals  how  can  they  cease  to  be  so  when  pe^ 
formed  for  the  Stat«,  which  is  only  au  aggregate  of  prirate 
individuals,  and  who  pay  the  price  of  these  services  in  taies? 
Such  an  idea  ia  manifestly  absurd  on  the  face  of  it.  Now  lie 
case  of  the  fhndholders  is  precisely  similar  to  these  great  piibHc 
contractors.  They  do  a  service  to  the  nation  by  lending  their 
money  to  the  State  for  some  pnblic  want,  and  they  have  the  same 
right  to  be  paid  for  this  service,  as  all  these  other  public  contractore 
have ;  and  their  income,  t.  e.,  the  funds,  is  part  of  the  general 
income  of  the  country,  just  as  much  as  the  incomes  of  the  other 
public  contractors. 

In  the  preceding  extract  we  see  another  example  of  Mill's 
confusion  in  the  use  of  the  word  Wealth.  He  says — "in  tiie 
wealth  of  mankind  nothing  is  included  which  does  not  of  itself 
answer  some  ptupose  of  use  and  pleasure."  But  he  says — "to  an 
individual  anything  is  wealth  which,  though  useless  in  itself, 
enables  him  to  claim  fKtm  others  a  part  of  their  stock  of  things, 
useful  or  pleasant."  Thus  the  essence  of  "  national "  wealUi. 
according  to  Mill,  consists  in  utility  or  pleasure  ;  the  essence  <^_ 
"individual"  wealth,  in  exchangeability.    It  is  needless  to  poiot 
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ont  that  Bach  a  diatinction  between  "  national "  and  "  individoal " 
wealth  is  ntterl;  nnphiloeopliical  and  inadmisBible.  If  the  eeeence 
of  individnal  wealth  conBlBta  in  "  pnrchaaing  power"  or  exchange- 
abilily,  the  essence  of  national  wealth  mnst  equally  consist  in 
pnicliasing  power.  A  merchant's  credit,  accorchng  to  Mill  and 
popnlu  ideas,  is  his  porchaBiiig  power :  if  individnal  wealth 
lesides  in  exchangeability  or  pnrchasing  power,  the  essence  of 
national  wealth  mnst  equally  reside  in  purdiasing  power.  A 
merchant's  credit,  according  to  Mill,  is  his  pnrchasing  power ;  so 
the  pnblic  credit  is  the  pnrchasing  power  of  the  nation.  A 
private  debt  is  the  Ei^t  of  the  creditor  to  demand  a  snm  of 
money  from  a  private  person  ;  a  public  debt  is  the  R^ht  of  the 
creditor  bo  demand  a  sum  of  money  from  tiie  State.  Where  is 
there  any  distinction  in  nature  between  these  Bights  and  Duties  ? 
It  is  obvions  there  is  none.  These  Bights,  pnblic  and  private, 
an  saleatde,  therefore  tiiey  are  equally  wealth,  and  for  the  sante 


On  TiTHEB. 

16.  We  now  come  to  another  species  of  Incorporeal  Property 
d  great  importance,  Tfthes. 

Id  ecclemastical  law.  Tithes  are  the  Bight  to  demand  the  tenth 
put  of  the  yearly  profits,  or  increase,  from  the  land  ;  the  stock 
upon  land ;  and  the  peisonal  industry  of  the  inhabitants. 

Ilthes  of  the  increase  of  the  land  itself,  such  as  com,  hay, 
bops,  fruits  of  all  sorts,  are  called  pradtal  Tithes ;  Tithes  from 
the  increase  of  the  stock  upon  land,  soch  as  calves,  lambs,  pigs, 
ponltiy,  ^gs,  butter,  cheese,  &.C.,  are  called  mixed  Tithes ;  and 
Tithes  from  the  profits  of  personal  industry  of  all  sorts,  handi- 
oafts,  arts,  and  professions,  are  called  peretmal  Tithes. 

And  here  it  may  be  remarked  that  Tithes,  like  an  Annuity,  do 
not  mean  the  things  actnally  paid,  the  com,  the  calves,  the  money, 
bat  the  Bight  to  demand  them.  And  as  it  is  by  no  means  im- 
]>obable  that  there  may  be  an  inquiry  into  the  natnre  of  these 
lighta  before  long,  it  wilt  be  of  some  advante^  to  give  a  soccinct 
biatoiy  of  their  origin :  and  for  t^is,  it  may  be  as  well  to  say,  once 
for  all,  that  we  are  chiefiy  indebted  to  Selden  and  Spetman. 

All  nalaoDB  of  antiquity  seem  to  have  considered  the  tenth 
put  of  the  profit  fnan  any  source  as  the  portion  dne  fi-om  the 
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rcTerenoe  of  mankind  to  the  Deity.  The  lawa  r^iurding  tte 
pajmeat  of  tithes  among  the  Jews  are  too  well  known  to  teqnite 
to  be  quoted  here.  But  we  may  observe  that  the  Jewish  doclots 
themeelvefl  held  that  the  payment  of  them  was  limited  to  the  land 
of  IsraeL  Jews  in  foreign  lands  paid  none ;  neither  were  any 
paid  after  the  destruction  of  the  second  temple,  even  in  Canaan, 
because  there  was  no  priesthood  to  pay  tbem  to. 

The  Syriaoa,  the  Phoenicians,  Jiiabians,  ^thiopiam,  Garths* 
giuians,  SomanB,  and  Greeks,  all  held  the  sune  opinion.  The 
Felasgi  who  settled  in  Italy  gave  the  tenth  of  the  profits  of  tber 
maritime  trading  to  Apollo  at  Delphi,  according  to  the  command 
of  the  oracle  of  Dodona.'  It  was  the  custom  of  wealthy  Bomaos  to 
dedicate  a  tithe  of  tlieir  profits  to  Hercoles.  This  cnsUm  wu 
said  to  hare  been  introduced  by  Becaranns  in  the  time  et 
Evander,  when  he  recoiered  his  cattle  which  Cacns  had  ettJeo. 
This,  boweTer,  was  a  voluntary  coBtom,  not  enfbrced  by  any  lav, 
civil  or  religions.  It  extended  to  money  guned  by  traffidJsg, 
and  to  the  spoils  of  war.  Thus  the  parasite  says  be  mnst  gain  as 
mnch  as  he  can  that  he  may  offer  the  tenth  to  Hercolee — 
"  Eno  Teniirae  jam  eat  opus  qiuntnm  potest, 
XJti  deaamAin  partem  Henmli  poUnceun."* 
Lucius  MmnminB  offered  a  tenth  of  the  spoils  of  CorinUi  to 
Hercules.  Hence  the  tenth  was  often  called  pars  ffercutimea; 
and  several  other  anthors  apeak  of  this  custom. 

They  oft«n,  however,  offered  tithes  to  other  Deities.  GiunillB 
devoted  a  tenth  of  the  spoils  to  Apollo  ;^  Poetumius,  the  Dictator, 
offered  a  tenth  of  his  spoils  to  Ceres,  Bacchus,  and  Prmerpuia : 
Fortune  and  Mercury  aJso  received  the  tithes  from  travellers  and 
tradesmen.  This  custom  continued  daring  the  Empire,  utd 
Justinian  enacted  that  if  any  person  died  having  vowed  tithes, 
his  heir  should  be  bound  by  the  vow.  And  the  same  law  was  held 
good  among  the  Christians. 

The  Greeks  iVequently  offered  their  tithes  to  Apollo,  who  seaa 
to  have  been  their  principal  favourite  in  this  respect :  bnt  Japiter 
OlympiuB,  Neptune,  Diana  of  Epheeus,  Juno,  and  Pallas,  some- 
times shared  these  honours.  The  Carthaginians  sent  a  tithe  of 
Sicilian  spoils  to  Hercules  at  Tyre  ;  and  the  Arabians  had  a  la* 
that  every  merchant  should  carry  his  frankincense  to  their  chief 
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dij  Sabota,  and  offer  a  teath  of  it  to  SabtB :  and  no  lale  waa 
ilWed  till  it  was  paid.' 

17.  For  four  hundred  jean  after  the  foundation  of  ChrlBtianit; 
there  is  no  vestige  of  any  anch  right  aa  Tithea  being  claimed  or 
aDoved  in  the  chnrch.  The  bounty  of  the  early  converte  far 
exceeded  a  tithe.  At  Jemsalem,  certainly,  the  in&nt  aect  attempted 
Ibr  Bcooe  time  a  commmuty  of  goods.  Philo  Jndffins  says  tiutt  in 
Egypt  and  many  other  provinces  the  ChristJana  lived  together  in 
locietJes,  in  monasteriea,  where  none  possessed  private  property  [ 
DO  man  was  rich  and  none  poor :  all  divided  cheir  enbetance  with 
the  neceesitons.  This  community  of  goods,  however,  was  not 
generally  adopted:  the  disciples  at  Antioch  had  separate  pro- 
perty:* and  St.  Panl  directed*  the  converts  at  Corinth  and  in 
Qaktia  to  make  weekly  collections,  when  eveiy  one  should  give 
according  to  his  abiUly.  For  diese  weekly  offerings,  mwithly 
collections  were  afterwards  snbstitnted,  called  elipet,  the  name 
given  to  the  collections  made  by  the  heathens  for  their  temples 
and  deities.  Dionysins  Corinthiius  in  a  letter  to  Soter,  Bishop 
of  Rome,  170  A.D.,  congratolates  him  on  the  liberality  of  the 
Boman  church :  and  this  continued  np  at  least  till  the  great 
peraecQtion  nnder  Maximinian  and  Diocletian  in  301,  as  Eosebins 
testifies. 

So  Tertnlliao,  abont  200  A.D.,  speaking  of  the  flonrishing 
condition  of  the  African  and  other  chnrehea,  says  that  whatever 
(hey  had  in  their  treasury  was  not  raised  by  tases  as  the  price  of 
religion :  every  one  brings  his  modest  offering  once  a  month,  or 
vhen  he  pleases,  and  how  he  can.  No  one  is  obliged,  but  con- 
tribntes  of  his  own  accord.  These  are  considered  as  pledges  of 
devotion,  and  are  not  spent  in  eating,  drinking,  and  feasting,  hat 
in  supporting  and  burying  the  poor,  and  destitute  orphans,  the 
old  and  sick,  and  other  charitable  pnrposes. 

Urban,  Bishop  of  Rome,  227  A.D.,  first  ordained  that  the 
Church  might  receive  lands,  and  that  they  should  not  belong  to 
an;  private  individual,  but  that  their  revenues  should  be  distri- 
buted proportionably  to  every  one.  Origen  *  also  asserts  it  to  he 
utterly  unlawful  for  Christian  Ministers  to  possess  any  lands,  and 
that  their  rents  should  be  distributed  among  the  necessitous  ;  and 
'  PUtii  BUt.,  13,  e.  83. 
'  Atf,  11,  29.  ■  1  On-.,  16,  3.  *  BmS.,  IS,  m  Gbmi. 
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that  ministers  shonld  not  hare  iihh^  tban  enongh  for  their  mmpk 
diet  and  clothing.  Stewards,  named  (Economi,  were  appolDted  to 
manage  the  property  of  the  chnrch. 

Origen  seems  to  have  been  the  first  who  began  to  afBrm  that 
Tithes  are  dae  hj  Divine  Law.  He  has  a  homily  on  the  fint 
fruits  of  the  Law,  in  which  he  says  that  some  tJiings  of  Ok 
Mosaic  Law  are  to  be  literally  observed,  and  among  liiese  be 
nunes  first  Aroits  and  tithes.  But  no  other  writer  of  the  chnnb 
seems  for  a  long  time  to  have  repeated  that  opinion.  CypriiB, 
writing  abont  half  a  centnry  later,  blames  the  general  coldnen  rf 
the  devotion  in  his  day,  and  the  neglect  of  giving  ofFerings,  can- 
pared  with  the  liberality  of  former  timee,  and  says — "  but  now  we 
do  not  even  give  tithes  of  oar  substance."*  And  nndl  the  end  1/ 
the  fifUi  centnry  there  are  no  authentic  documents  to  shew  tlut 
there  was  any  payment  to  the  Church  of  any  tenth  part,  x  1 
Tithe,  claimed.  Whatever  may  have  been  the  case  in  otiicr  pai* 
the  oblations  of  the  Christians  at  Bome  so  enriched  the  cle^ 
that  AmmianuB  Marcellinns  says  that  their  wealth  was  msA 
wondered  at,  and  envied  :  and  Bt.  Chrysostom  preached  a  eonun 
expressly  against  those  who  envied  the  clergy  their  wealth,  wiiicb 
be  said  come  only  from  the  volnntary  offerings  of  ihe  feithM 

Some  alleged  constitutions  of  the  Church  assert  the  divine     I 
right  of  Tithes  ;  but  Selden  has  shewn  that  these  are  notonoos     I 
forgeries ;  and  none  of  the  Councils  of  the  Church  for  61KI  yean 
make  any  mention  of  tithes,  even  in  those  canons  relating  to  tbe 
lands,  goods,  offerings,  and  other  revenues  of  the  Chnrch.  I 

But  about  the  end  of  the  fifth  centnry  a  custom  began  gradnallj     I 
to  grow  up  of  endowing  churches  with  tithes,  for  the  payment  of 
the  abbots,  the  poor,  and  the  clergy ;  and  as  voluntary  liberelilf 
waxed  colder,  the  duty  of  paying  them  began  to  be  asserted  mm     1 
strongly  and  distinctly. 

That  intrepid  prelate,  St.  Ambrose,  Bishop  of  Milan,  wu  tbe 
first  boldly  to  assert  that  tithes  are  due  by  divine  right  hi  1 
sermon  on  repentance,  he  says — "  It  is  not  sufficient  for  na  to  bear 
tlie  name  of  Christians,  if  we  do  not  do  Christian  works.  Ood 
orders  that  tithes  are  to  be  demanded  of  ns  every  year  of  all  frniti, 
cattle,  &c." — "  Whosoever  is  conscious  that  he  has  not  faitMiillj 
paid  his  titlies,  let  him  immediately  amend  his  fault,  and  ^thflil^ 
pay  his  tithes,  and  not  offer  less  to  God  at  any  time,  of  his  ran, 
■  Dc  imitau  EuUtia,  %  31. 
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or  his  vine,  of  the  trmto  of  his  treea,  of  bis  cattle,  or  hie  garden, 
or  his  bofiiiieBB,  or  his  hunting.  God  has  reserved  to  himself  the 
tenth  part  of  all  the  sabstance  he  has  given  to  men ;  and  therefore 
it  is  not  lawfbl  for  man  to  keep  to  himself  what  God  has  reserved 
for  Himself."  SL  AngostiDe,  Bishop  of  Hippo,  is  eqnallf  em- 
phatic in  enforcing  this  duty,  and  says  that  if  they  have  no  frmta 
of  the  earth  to  offer  they  should  pay  a  tithe  of  whatever  they  live 
fay—"  Whatever  mode  of  hving  supports  you  is  of  God :  and 
hence  he  exacts  a  tenth  part  of  yonr  income :  render  a  tithe  of 
the  spoils  of  war,  of  the  profits  of  trading,  and  manual  labour." — 
"  TiUies  are  demanded  of  right ;  and  he  who  refuses  to  pay  them 
robs  the  property  of  another."  He  adopts  all  the  texts  oat  of 
the  Old  TeetomeDt,  and  gives  many  other  strong  injunctions 
respecting  them,  and  says  that  the  non-payment  of  them  has  been 
the  canae  of  many  national  calamities. 

Abont  this  time  the  custom  of  paying  tithes  of  all  traits  was 
generally  established  in  Egypt  as  well  as  in  Pannonia.  In  a 
Prorincial  Council  at  Macon  in  586  A.D.  the  payment  of  tithes 
into  the  hands  of  the  ministers  of  the  Charch  is  spoken  of  as  of 
considerable  antiquity,  and  grounded  upon  the  Mosaic  Law,  which 
they  say  is  to  be  preserved  intact  by  the  Christians.  This  is  the 
first  authentic  canon  on  the  subject,  but  it  was  not  received  into 
the  general  body  of  ecclesiastical  law.  Leo  the  Great,  though  he 
exhorts  Christians  to  be  liberal  in  their  offerings,  does  not  mention 
any  specific  quantity.  St.  Jerome  and  St.  Chrysoston  do  not, 
mdeed,  affirm  it  to  be  a  legal  duty  to  pay  tithes,  but  they  exhort 
Christians  to  be  not  less  liberal  in  their  offering  than  tlie  Jews  ; 
and  say  that  they  should  not  give  less  than  a  tenth  of  ail  profits 
gained  either  from  the  earth,  or  by  trade,  or  by  any  other  just 
empbyment  of  person  or  estate.  These  opinions  prove  that  no 
right  to  demand  tithes  was  as  yet  estabhshed :  and  this  is  con- 
finned  by  Agobard,  Bishop  of  Lyons,  who  in  a  treatise  on  the 
dispensation  of  church  revenues  expressly  denies  that  before  hia 
time  any  synod  or  general  doctrine  of  the  Charch  had  determined 
or  ordained  anything  touching  the  quantity  that  shonid  be  given 
either  for  the  maintenance  of  priests,  or  the  buDding  of  churches. 
Nevertheless,  the  opinion  that  tithes  are  due  by  Divine  Right 
gradnally  became  stronger,  and  was  zealously  enforced  by  the 
clergy,  and  numerous  consecrations  were  made  to  several  churches. 
Pepin,  the  anoestor  of  Charlemagne,  endowed  the  church  of 
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Utrecht  with  all  tithee  of  elavee,  lands  and  taxes,  tradiiig  a&d 
other  property. 

And  at  this  time  the  well  known  qnadripartite  division  of 
these  offerings  was  made :  one  part  for  the  maintenance  of  the 
ministers ;  a  second  for  the  relief  of  the  poor,  sicl^  and  strange ; 
the  third  for  the  repair  of  the  chnrch ;  and  the  fourth  f(»  the 
Bishop.  And  this  was  confirmed  hj  a  Law  of  Charlemagne  in 
778  A.D.,  in  a  general  asaembly  of  his  Estates,  both  spiritnaland 
temporal.^ 

The  doctrine  that  tithes  are  dne  bj  divine  right  was  now 
repeatedly  asserted  in  several  councils,  as  by  that  of  Mentz  in  813| 
and  many  others,  grounded  as  well  on  the  Leritical  Law  aa  on  the 
examples  of  Abraham  and  Jacob.  Walafrid  Strabo,  abont  840, 
Bays — "  Abraham  shews  by  his  deeds  and  Jacob  by  his  promisM 
that  tithes  are  to  be  given  to  God  and  his  priests  :  then  the  la* 
enjoined  it,  and  all  the  Doctors  of  the  Church  repeat  it,"  Thej 
were  called  ret  Domintcte,  Dominica  guhstanlia,  and  Set  eensut. 
They  were  also  called  jmtnmonia  paupenim,  Irilntta  egmtinB* 
animarum,  slipendia  jtauperum,  Aonpilium  peregrinorwn.  Pope 
Alexander  II,,  in  advance  of  Leo,  says  in  a  letter  to  the  Bisht^ 
of  Reims,  that  they  were  not  instituted  by  man,  but  by  God- 
Pope  Co^lestin  III.  also  nsserts  that  a  true  believer  is  bound  to 
pay  tithes  on  all  he  may  lawAilly  acquire.  Innocent  IIL  asserts 
that  God  has  ordained  that  tithes  should  be  paid  to  Him  in  T«og- 
nition  of  His  universal  dominion.  The  General  Council  of  the 
Lateran  in  1215  confirmed  this,  for  the  firat  time  maMi^  it  a 
general  law  of  the  Chnrch,  as  well  as  of  the  Empire.  The  clergy 
now  univerBallj  pressed  their  penitents  with  the  queation  whetiff 
they  had  duly  paid  their  tithes,  and  if  they  had  neglected  to  do  eo 
imposed  a  penalty  of  fourfold  the  amoont,  and  a  penance  of  bread 
and  water  for  twenty  days.  This  was  now  an  integral  part  of  the 
Canon  Law  ;  and  there  was  no  difference  made  as  to  the  nature 
or  the  source  of  the  increase  :  the  tenth  of  all  profits  or  increase, 
prtedial  as  well  as  personal,  was  held  to  be  dne. 

Pope  Innocent  IV.  makes  it  a  wonder  to  see  any  man  daij 
that  personal  tithes  are  due  by  Divine  Law.  The  leaned 
Alexander  Hales  asserts  IJiat  personal  as  well  as  pnedial  tithes 
are  dne  by  Divine  Law.  At  Venice  and  other  caties  where  theie 
could  be  no  pr«edial  tithes,  personal  tithes  were  enj(»i!ed  by 
poeitive  law. 

1  &Um,  (A.  6,  4  T. 
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18.  The  clergy  in  England  also  aeaerted  that  tithes  are  due  by 
dirine  right.  lu  a  collection  of  canons  made  abont  the  time  of 
Henry  I.,  which  were  allied  to  be  of  the  eighth  century,  one 
enjoisB  the  clergy  to  teach  that  tithes  are  due  by  the  law  of  God  ; 
of  which  one  part  is  to  be  dedicated  to  the  chnrch  ;  a  second  to 
the  poor  and  strangers  :  and  the  third  to  the  clergy. 

The  first  legal  enactment  of  tliem  Beems  to  have  been  by  Offa, 
King  of  Merda,  and  Aelfwold,  King  of  Northnmberland,  who 
held  a  synod  in  786  A.D.  under  two  legates  from  Pope  Hadrian 
I.,  attended  by  all  the  great  men  of  the  kingdom,  and  it  was 
onUined  that  erery  one  shonld  pay  tithes  of  all  his  possesuons. 
Tiaa  was  confirmed  in  900  A.D.  in  a  treaty  between  Alfred  and 
Oathrou  the  Dane,  to  whom  some  of  the  eastern  provinces  were 
given  to  hold  of  the  crown,  and  penalties  were  enacted  for  their 
non-payment.  Similar  enactments  were  repeated  by  Athelatan  in 
930,  Edmnnd  in  940,  Edgar  in  970,  and  Ethelrcd  in  1010,  which 
need  not  be  quoted,  as  they  contain  nothing  new.  Edward  the 
Goofessor,  as  might  be  expected,  was  very  minute  in  his  directions 
Bs  to  tithes,  and  after  enumerating  every  species  of  the  produce 
of  land  and  cattle,  he  expressly  orders  them  to  be  paid  for  business 
and  everything  which  God  has  given. 

After  the  Conquest  the  injunctions  as  to  the  payment  of  tithes 
vere  repeated  in  many  synods,  and  the  frequency  of  these 
enactments  would  certainly  seem  to  shew  that  they  were  generally 
eroded  or  neglected.  To  put  a  stop  to  this,  as  well  as  to  tiie 
scandals  and  quarrels  wliich  arose  as  to  the  persons  to  whom  they 
were  paid,  a  still  more  stringent  canon  was  made  in  a  Council  held 
in  London  23  Edward  I.,  in  which,  after  making  many  minute 
regolations  as  to  the  payment  of  pnedial  and  mixed  tithes,  it  was 
ordained  that  persona!  tithes  shonld  be  paid  by  all  artisans  and 
merchants  from  the  profits  of  trade ;  so  also  by  carpenters, 
tnutiiB,  masons,  weavers,  innkeepers,  and  all  workmen  for  hire, 
vith  severe  penaltiea  for  non-payment. 

It  is  quite  certain  that  before  the  Beformation  personal  tithes 
were  paid,  &ongh  to  what  extent  it  is  impossible  to  say.  In 
&  Henry  YI.  a  certain  William  Rnssell  hod  maintained  that 
penona]  tithes  are  not  payable  by  the  law  of  God,  and  that 
every  one  might  dispose  of  them  in  such  charitable  purposes 
as  he  thought  best.  To  contradict  this  doctrine,  the  University 
of  Oxford  In  that  year  iesaed  a  solemn  letter  under  its  seal  in 
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which  it  declared  that  peisooal  tithes  are  payable  as  wdl  b;  Ae 
law  of  Ood  as  hj  the  traditioa  of  the  ChriBtian  fathers,  and  tlie 
anthority  of  the  Church ;  and  that  whoever  held  the  doctzine 
that  personal  tithes  are  not  payable  by  Divine  law  was  to  be 
held  as  a  heretic,  md  exconunanicated  as  a  rotten  member.  And 
Archbishop  Chicheley  ordered  all  paisons  to  preach  that  persixul 
tithes  are  due  by  the  Law  of  God  and  the  Chnrch.  These  canoia 
were  confirmed  by  Act  of  Parliament  27  Henry  VIII.,  c.  20, 
which  enacted  that  every  one  should  pay  his  tithes,  bot^  personil 
and  prsedial,  after  the  manner  and  custom  of  the  parish  in  which 
he  lived,  according  to  the  E^ccleaiastical  laws  and  ordinances  of  tbe 
Chnrch  of  England.  By  the  Statute  SI  Hemy  VIII.,  c.  IS,  and 
82  Henry  VIII.,  c  7,  for  the  dissolution  of  the  monasteries,  tha 
possessions  of  the  dissolved  monasteries  were  transferred  to  the 
Crown :  and  it  was  allowed  to  make  grants  of  tithes  to  laymai, 
in  the  same  manner  as  grants  of  any  other  estates  in  land: 
ecclesiastical  persons  were  to  pursue  their  remedy  beibre  tbe 
ordinary,  and  laymen  who  claimed  under  a  grant  from  the  Crovn 
before  the  aecnlar  conrte,  in  the  same  way  as  any  other  by  pro- 
perty. Though  tithes  had  in  many  cases  got  into  the  possesBian 
of  laymen  on  the  continent  for  many  centuries,  this  was  tiie 
first  occasion  on  which  they  became  the  property  of  laymen  in 
England. 

By  Acts  27  Henry  VIII.,  c.  21.,  and  87  Hemy  VIII.,  c.  12, 
the  citizens  of  London  were  ordered  to  pay  their  tithes  to  tiie 
parsons,  vicars,  and  curates  of  the  Ci^,  according  to  the  rate  of 
2b.  9d,  for  every  pound  of  the  rent  of  their  houses,  and  if  no  rent 
were  reserved,  then  according  to  the  rent  for  which  they  were  lust 
let.  Besides  this,  there  were  to  be  paid  as  ecclesiastical  does, 
every  Sunday  and  principal  feast  day,  one  ferthing  for  every  ten 
shillings  of  rent.  Besides  this,  moreover,  they  were  Hable  to  pa; 
personal  tithes  on  the  profits  of  trading.  Before  this  Statute  and 
Decree  the  citizens  of  London  had  not  been  in  the  general  habit 
of  payii^  tithes. 

The  last  Statute  on  the  subject  of  tithes  is  2  and  8  Edward 
VI.,  c.  IS,  which  enacted  that  all  tithes,  predial  aa  well  asper- 
Eooal,  should  be  pud  in  the  manner  which  they  had  been  during 
the  last  forty  years.  These  are  the  last  Statutes  on  the  subject^ 
nntil  we  come  to  those  commuting  the  payment  in  kind  into  a 
rent  charge,  which  we  shall  notice  presentiy. 
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19.  The  preceding  eztracta  are  Bofficieut  to  give  a  correct 
ides  of  the  origin,  nature,  and  law  of  tithes  in  this  coontry. 
Sbipped  of  all  ecclesiaetical  rabbish,  which  has  no  effect  in  these 
days,  it  appeaiB  that  they  were,  in  fact,  a  ten  per  cent,  rate  opon 
the  income  of  every  one  in  the  kingdom  from  whatever  sonrce 
ariBJng,  whether  land,  cattle,  or  trading,  aitB,  profeeaions,  and 
indnstry  of  all  sortii.  The  2  &  3  Edwd.  VI.,  c.  13,  s.  7,  exempts  ser- 
Tanto  in  husbandry  from  tithes,  which  shews  that  until  that  time 
they  were  liable ;  and  Spelman  says  that  in  his  day,  in  many  parts 
of  England,  servants  paid  tithe  on  their  wages.  He  says  those 
who  have  annuities  and  fees  must  pay  a  tithe  out  of  every 
accession  of  wealth  that  God  sendeth  in  any  com^  whatever,  so 
that  gains  of  buying  and  selling,  and  the  great  improvement 
arising  by  merchandise  is  nnder  tJiis  title  commanded,  precisely  in 
the  same  manner  as  these  profits  are  taxed  for  the  civil  service  of 
the  Sovereign.  In  fact,  by  all  laws,  ecclesiastical  and  civil,  every 
one  was  placed  exactly  on  the  same  footing  regarding  his  heavenly 
and  earthly  sovereigns  ;  he  must  pay  a  rate  of  ten  per  cent,  on  all 
hia  mcome  for  the  service  of  the  ministeTs  of  God  and  other 
charitable  purposes,  and  he  must  also  pay  his  taxes  to  his  King, 
and  all  sources  of  his  income  were  equally  taxable  for  each. 

Hthes  are  now  divided  into  two  parts :  1st,  those  which  have 
become  the  property  of  laymen ;  and  secondly,  those  which  are 
Btill  paid  to  the  clergy  of  the  English  Obnrcb. 

Tithes  in  the  hands  of  laymen  are  undoubtedly,  like  any  other 
estate  in  land,  the  absolute  property  of  their  impropriators, 
because  they  have  the  right  of  inheritance  in  them.  However 
imqmtons  and  scandalous  such  grants  may  have  beeu  in  their 
origin,  they  cannot  be  assailed  now. 

But  tithes  which  are  paid  te  the  clei^  of  the  Ghurdi  of 
England  stand  on  a  totally  different  footing,  and  as  many  signs 
Kem  to  shew  that  an  investigation  of  the  relations  between 
Btate  and  Church  may  be  made  a  political  question  before  very 
many  years  pass  away,  it  may  be  as  well  to  examine  shortly  the 
interest  which  the  cle^y  have  in  tithes. 

20.  Many  persons  seem  to  suppose  that  the  ministers  of  the 
Chnrch  of  England  form  a  huge  corporation,  called  the  Church, 
to  which  the  State  has  granted  tithes  as  absolute  property,  like 
the  estates  of  private  iodividoals,  and  that  if  the  Ohnrch  were 
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diMetabliehed  the  clergymm  of  the  Ohnrch  wo&ld  be  entitted 
to  this  property  in  perpetnit;.  Such  ideitB,  however,  are  whdHy 
erroneouB.  In  the  first  place,  it  is  the  people  of  England  t!io 
constitnte  the  Chnrch  <£  England,  and  not  the  ministerB  only. 
To  mppoee  that  the  clergy  ^ne  oonstitute  the  Chnrch  isu 
abBOrd  as  to  sappose  that  the  miniBten  of  non-confiHining  ocn- 
gregatioBB  otMiBtitate  t^e  congregation. 

In  the  next  place,  there  is  no  such  corporatioii  as  the  Chnrch  of 
England:  each  of  her  officers,  bishops  and  rectors,  &c,  is  ■ 
cotporalioD  sole,  or  an  ecclesiastical  person,  endowed  with  certain 
rights  by  the  good  will  of  the  State.  And  when  tiie  sovereigo 
anthority  of  the  realm  imposed  a  rate  npon  the  people  to  sappoit 
the  ministers  of  the  church,  when  the  people  were  all  of  one  mind 
on  reUgion,  it  stands  npon  no  higher  footing  whatever  than  when 
a  congregation  of  non-confbrmiats  enter  into  a  contract  to  pay  i 
stipend  to  a  minister  either  for  a  certain  time,  or  for  life.  Tie 
contract,  no  donbt,  is  valid  so  far  as  the  individnal  minister  it 
concerned ;  bnt  it  is  a  mere  personal  contract  with  himself,  he  haa 
merely  a  life  interest  in  it :  he  has  no  right  of  inheritance  in  it 
which  he  can  transmit  to  hia  heirs;  and  this  is  Hie  esentisl 
distinction  between  tithes  which  have  become  the  property  of 
laymen,  and  tithes  which  are  still  paid  to  &e  cle^. 

A  non-conformist  congregation  must  not,  of  course,  break  an 
existing  contract ;  if  it  makes  a  contract  with  a  minister  to  pay 
him  a  salary  for  life,  they  mnst,  of  conree,  observe  that  contract 
during  &e  minister's  life,  fiat  they  are  in  no  way  bound  to  enter 
into  a  umilar  contract  with  a  successor.  And  if  they  choose  to 
dissolve  themselves,  and  discontintie  paying  a  minister,  it  would 
be  absurd  to  soppose  that  a  succession  of  ministers  could  claim  tie 
payment  of  the  salary  in  perpetuity. 

Precisely  the  same  principle  applies  to  the  Acts  endowing  the 
.  srgy  of  the  church  with  tithes.  When  the  nation  was  all  of 
one  mind  in  religion  it  made  certain  laws,  which  were  nothing 
else  than  a  kind  of  general  contract  that  those  who  became  the 
ministers  of  the  chnrch  should  be  paid  in  a  certain  way.  It 
would  have  been  extremely  inconvenient  to  have  made  a  separate 
contract  in  each  case  ;  so  it  made  a  general  contract  once  for  ail ; 
and,  of  course,  all  persons  who  enter  the  ministry  while  these 
Acts  contintie  in  force  acquire  a  life  interest  in  them,  which 
cannot  be  infrii^ed.    Bnt  they  have  no  right  of  inheritance  in 
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them  vhich  they  can  transmit  to  their  tmccessors,  any  more  than 
the  ministers  of  a  dissenting  congregation  have  in  their  contracts. 
And  the  State  is  jnst  as  free  to  refuse  to  enter  into  any  sncb 
contracts  in  fntnre,  as  a  dissenting  congregation  is ;  or  to  change 
the  doctrines  to  which  it  gives  support. 

It  has  done  ao  once  already,  and  it  may  do  bo  again.  England 
was  formerly  in  commmiion  with  the  Church  of  Rome,  and  it 
granted  these  rsTennea  to  clergymen  of  that  persuasion.  Bnt  the 
nation  broke  off  fivm  oommnnion  with  the  Ohnrch  of  Some,  and 
from  the  doctrines  of  that  Church ;  and  consequently  it  refused  to 
contribute  these  revenues  any  longer  to  cleigymen  who  held 
Bomui  doctrines.  So  if  the  nation  were  to  adopt  the  Presbyterian 
doctrines  and  polity,  it  wonld  natnrally  refuse  to  make  any  new 
contracts  with  Episcopalian  clergymen.  The  State  has,  in  short, 
exactly  the  same  right  to  discontinue  the  maintenance  of  a  body 
of  dMgy  as  it  has  to  discontinue  the  army,  or  tie  police,  or  to 
disBolre  the  Board  of  Trade,  or  any  other  Government  office  it 
may  see  fit.  And,  saving  all  existing  contracts  and  interest,  the 
clergy  of  the  present  Established  Church  have  no  more  ri^t  to 
hold  tithes  to  be  their  property  than  the  army,  or  the  police,  or 
any  Government  officials  have  a  right  to  consider  the  taxes  out  of 
vhich  they  are  paid,  their  own  private  property,  and  transmissible 
to  their  heirs.  Tithes  are  simply  a  clergy  rate,  and  stand  exactly 
on  the  same  footing  as  poor  rates,  poUce  rates,  water  rates, 
or  any  oflier  rates.  If,  therefore,  the  State  should  see  fit  to  dis- 
establish the  Church,  the  clergymen  who  may  in  future  hold  the 
doctrines  now  held  by  the  present  existing  Ohnrch  have  not  the 
smallest  particle  of  a  right  to  any  State  endowments ;  whatever 
they  may  have  to  any  endowments  and  donations  from  private 
persons,  which  question  we  are  not  eoneemed  with  here. 

So  &r,  we  think,  there  can  be  no  difference  of  opinion  among 
posons  who  look  upon  the  qoestion  dispassionately. 

Snppoeing  that  the  Church  of  England  was  disestablished,  to 
whom  would  the  tithes  now  paid  to  the  clergy  belong  ? 

Seeing  tliat  the  Episcopalian  clergy  have  not  a  shadow  of  a  right 
to  chtim  tithes  as  a  perpetual  possession,  many  persona  maintain 
tiiat  they  are  national  property.  It  is  often  aUeged  that  they  are 
property  reserved  by  the  nation  for  the  service  of  Qod  ;  and  if  they 
are  wi^drawn  from  the  clergy,  that  tfaey  should  be  appropriated 
hj  the  nation. 
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Now  it  may  be  eaid  in  a  certain  sense  tbat  tithes  are  natioiul 
property  ;  bat  §o  is  ejBTj  rate  and  evei;  tax,  in  the  same  bcdk, 
national  property.  If  there  be  a  pnbUc  neceaaity  the  nation  nuy 
at  any  time  lay  on  a  10  per  cent,  income  tax.  Bnt  no  one  sop- 
poeefl  that  when  the  occasion  has  passed  away,  that  tax  is  to  be 
retained  as  national  property.  No  one  ever  said  in  reepect  of  uy 
other  tax  or  rate,  that  it  is  national  property  reserved  for  certain 
purposes.  When  it  is  no  longer  wanted  the  tax  is  simply  remitted, 
and  those  who  prenooBly  paid  it  cease  to  do  so. 

Some  Economists,  for  example,  tiare  maintained  the  expediency 
of  abolishing  the  Poor  Laws,  which  have  existed  for  centuries.  If 
this  were  done,  the  ratepayers  would  be  simply  reliered  &om  this 
bnrden,  and  would  cease  to  pay  poor  rates.  No  one  would  main- 
taia  that  poor  rates  are  national  property  set  apart  for  the  poor, 
and  that  if  it  were  deemed  expedient  that  they  should  cease  to  be 
applied  to  the  maintenance  of  the  poor,  they  should  be  appropriated 
by  the  nation.  All  the  landed  pnq)erly  in  tJiis  country  has  been 
bought  and  sold  for  centuries  under  the  burden  of  paying  poor  rates, 
and  these  have  been  so  heavy  at  certain  times,  that  in  many  parts 
of  the  conntry,  the  land  has  been  scarcely  wortli  cnltivatii^.  And 
yet  if  the  land  were  reheved  from  the  burden,  no  one  would  dream 
of  claiming  poor  rates  as  "  national "  property.  And  the  same  ia 
true  of  all  taxes  and  rates,  whether  they  lall  on  income  or  property. 
Whenever  the  State  has  thoi^ht  fit  to  remit  them,  those  who 
hitherto  paid  them,  umply  ceased  to  do  so.  In  no  instance 
whatever  have  they  ever  been  claimed  as  "  national "  property. 

Why  then  shoold  the  clei^  rate  stand  on  any  different  prin- 
ciple from  any  other  rate  or  tax  ?  fr^mi  the  heartii  tax,  the  window 
tax,  from  poor  rates,  police  rales,  and  other  county  rates  ? 

We  have  shewn  most  clearly  that  by  the  opinions  of  the  Doctors 
of  the  Chnrch,  by  all  the  Ecclesiastical  Canons  and  the  Statntas  of 
this  Realm,  personal  tithes  are  due  to  the  clergy  exactly  in  tlic 
same  way  as  prssdial  and  mixed  tithes.  The  tenth  guinea  earned 
by  eveiy  lawyer,  by  eveiy  medical  man,  by  every  architect,  by 
every  engineer,  by  every  merdiant,  by  every  banker,  by  eveiy 
trader,  and  by  every  trading  concern,  by  the  Bank  of  England,  by 
all  the  Joint  Stock  Banks,  by  the  Tmus  newspaper,  by  the  Datb/ 
Telegraph,  by  the  Standard,  is  as  rightfolly  and  l^ally  the  pro- 
perty of  the  clergy  as  the  tenth  sheaf,  the  tenth  calf,  the  tenth 
lamb,  the  tenth  pig,  the  tenth  egg,  the  tenth  cheese  of  the  &rmer. 
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Bnt  B8  a  matter  of  &ct,  all  claaeee  of  the  commtmity,  with  the  single 
exception  of  the  agricnltnriata,  have  emancipated  themselves  &om 
the  burden  of  paying  tithes,  and  kept  them  to  themselves. 

And  thns  the  national  chnrch  is  supported  by  a  rate  levied  on  a 
single  dasB  of  the  commonity,  in  defiance  of  every  canon  and 
every  Statnte  on  the  snbject.  Would  it  not  be  jnst  as  absurd  to 
compel  the  legal  or  medical  professionB  to  maintain  the  nalvmai 
army?  or  to  make  the  trading  classes  exclusively  support  the 
ttalioaal  navy  ?  And  yet  where  wonld  the  cleigy  be  if  they  at- 
tempted to  enforce  their  ondonbted  l^al  rights  ?  Imagine  the 
flutt^  it  wonld  canse  if  the  London  dergy  were  to  summon  the 
great  London  bankers  and  merchants,  the  Bank  of  England,  the 
Joint  Stock  Banks,  the  TimM,  the  Daily  TeUgraph,  and  the 
Stand^d,  before  the  Ecdesiastical  Conrts  for  the  payment  of 
Tithes,  or  the  citizens  of  London  fi>r  28.  9d.  in  the  pound  of 
their  rent,  as  they  may  nndonbtedly  do  by  strict  legal  right ! 

Every  one  wonld  scont  snch  an  idea,  Bveiy  one  knows  that  it 
would  be  utterly  impossible  at  the  present  day  to  revive  the 
peyment  of  personal  tithes,  and  compel  all  the  profesuonal,  l^e 
artistic,  and  the  trading  dassee  to  pay  a  tea  per  cent  income  rate 
to  the  clergy.  And  this  being  so,  it  is  clear  that  if  the  nation 
chooses  to  maintain  a  national  cleigy,  their  salaries  should  be 
paid  out  of  the  general  taxes  of  the  country,  which  is  the  onl; 
way  by  which  at  present  all  classes  can  be  reached. 

As  the  case  stands,  the  clergy  have  lost  enormous  revennee 
which  are  legally  theirs.  And  the  rates  which  the  agricnltorista 
have  paid  have  been  exclnsively  appropriated  by  the  clergy ;  when 
by  the  original  constitntion  of  tithes,  they  were  intended  to  snp- 
port  the  poor,  and  the  churches  as  well.  Bnt,  as  it  is,  the 
sgricnltnriete,  those  patient  beaste  of  bnrden,  have  been  loaded 
nth  poor  rates,  with  chnrch  rates,  and  all  sorts  of  rates  in 
addition.  Would  say  other  class  of  the  commnnity  have  sub- 
mitted BO  loi^  and  so  patiently  to  snch  injustice? 

When,  therefore,  we  examine  the  history,  the  law,  and  the 
actual  practice  of  paying  tithes,  as  well  as  the  analogy  of  all 
other  taxes  and  rates,  it  is  clear  that  the  notion  regarding  tithes 
as  national  property,  to  be  appropriated  by  the  State,  in  the  event 
of  tiie  discstabUsbment  of  the  Church,  has  not  the  shadow  of  a 
foondation  to  rest  upon.  All  other  classes  have  ceased  to  pay 
tithes,  contrary  to  their  plain  l^al  duty,  and  retained  them  in 
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their  own  pockets  j  and  Uien,  foisooth,  they  claim  the  rates  paid  b; 
the  single  claaa  of  the  oonununitj'  who  hare  nuiiitemiptedlj  ob- 
served the  lav,  as  national  property  1  Before  the;  do  this  kt 
them  first  make  restitution  to  the  clergy  of  the  euormoos  reveDnes 
vhich  they  have  so  long  illegally  wiUiheld  from  them.  When  the 
vhole  professional,  artistic,  and  oommercial  claeees  consider  eroy 
tenth  guinea  earned  by  themeelTes  as  national  property,  it  vill  Iw 
time  to  claim  the  tdthes  paid  by  the  agricnltnrista  as  national 
property — and  not  till  then. 

It  will  be  as  well,  however,  to  examine  a  little  Airther  the 
c(Hamon  argnmeot,  that  as  the  present  proprieton  have  leoeiTed 
or  bought  their  estates  snbject  to  this  burden,  they  have  no  right 
to  ila  remission.  To  answer  this,  we  have  only  to  conader 
anaLogooB  cases. 

In  former  times  a  beartli  tax  was  laid  npon  every  dweDing, 
which  WRS  afterwaids  changed  to  a  window  tax.  Innnmerdde 
houses  were  bought  and  sold  while  subject  to  tJie  hearth  and 
window  taxes,  when  consequently  their  ralne  was  greatly  dimiii- 
iahed.  When  theae  taxes  were  repealed,  the  owners  of  the  hooKi 
at  the  time  were  relieved  from  this  bnrden  and  re^)ed  tJie  bene^ 
Did  any  one  ever  think  of  saying  that  these  taxes  were  nalwnil 
property  ;  tliat  the  owners  of  the  houses  had  no  right  to  them ; 
and  that  they  most  be  retfuned  by  the  State  ? 

So  of  the  Income  Tax  paid  to  the  State.  All  landed  property, 
all  shares  in  commercial  companies,  are  liable  to  pay  IncoiH 
Tax,  which,  of  course,  diminishes  their  value.  If  this  tax  woe 
repealed,  the  owners  of  the  land  and  shares  would  be  relieved,  tad 
reap  the  benefit  of  it.  Would  (my  one  dream  of  saying  that  tin 
was  national  property,  and  must  be  retained  by  the  State?  How, 
then,  can  an  Income  Rate  paid  to  l^e  clergy  difier  in  any  nj 
from  an  Income  Tax  paid  to  the  State  P  This  argument  na 
allied  when  compulsory  church  rates  were  abolished ;  it  waa  nid 
that  the  present  owners  had  acquired  their  estates  snbject  to  tk 
bnrden  of  chmxih  rates,  and  that  they  had  no  right  to  ft«e  than- 
selves  from  them.  But  that  argument  was  not  held  to  be  valid. 
For  if  it  had  been,  how  could  any  class  of  the  community  ever  be 
released  from  an  unjust  tax  ?  And  if  the  argument  fiiiled  irilb 
respect  to  chnrch  rates,  why  should  it  hold  with  respect  to  ^Uieal 
Thus,  when  we  examine  the  matter  closely,  we  find  that  the 
bnrden  of  proof  is  shifted  to  tlioee  who  insist  that  one  kind 
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ot  rote  Bhotdd  be  treated  differently  fhnn  all  other  rates  and 
tozea. 

21.  Bach  oontiiiiied  to  be  the  law  for  some  centuries,  nntil  the 
^aeral  desire  for  agricnltoral  improTement,  and  other  things  de- 
monstrated the  necesBit;  of  aboUshing  the  sbsnrd  and  Imrbarons 
Bystem  of  paying  tithes  in  kind,  when  all  other  species  of  i«nl 
bad  been  commuted  into  money.  It  will  always  bo  considered 
as  a  striking  monument  of  barbarism  that  for  more  than  1,000 
years  after  the  constitution  of  tithes  in  (Ms  comitry,  they  were 
eUU  legally  payable  in  kind.  The  practical  good  sense  of  the 
pec^le,  however,  had  generally  commuted  the  payment  in  kind 
into  a  payment  in  money.  It  has  been  said  that  payment  in  kind 
was  not  made  in  one  case  in  thirty.  Bnt  liability  to  tiUte  was  a 
kHoub,  and  in  many  cases  an  insuperable  bar  to  agricnltnral  im- 
provement. It  had,  indeed,  been  enacted  that  newly  reclaimed 
land  shotdd  be  exempt  from  tithe  for  seven  years ;  but  after  that' 
period  it  would  be  subject  to  pay  one-tenlii  part  of  the  grosft 
produce  to  the  tithe  owner.  What  other  industry  could  stand 
BQch  a  bnrden  ?  Where  would  the  cotton  mills  of  Manchester 
have  been  if  one-tenUi  part  of  the  gross  produce,  or  even  of  the 
net  profits,  had  been  extracted  from  tfaem  as  tithe  to  the  clergy  ? 
And  yet  they  are  equally  liable  to  pay  this  rate  as  the  agrictd- 
torists,  by  law.  In  numerons  instances  it  was  so  evident  that  the 
exaction  of  the  frill  legal  tithe  would  prevent  all  improTement, 
that  the  elei^  agreed  to  accept  a  smaller  amount  rather  than 
hare  none  at  all.  But  nothing  can  be  more  unjust  than  that  a 
Bingle  branch  of  industry  should  continue  to  be  subject  to  such  a 
burden,  all  other  branches  of  industry  which  were  equally  sabjecfc 
to  it  by  law  having  quietly  discontinued  it. 

During  the  Commonwealth,  when  so  many  other  reforms  were- 
attempted  which  hare  only  been  permanently  realised  in  our  own 
day,  it  had  been  proposed  to  oommute  the  payment  of  tithes  in 
kind  into  a  rent  charge ;  bnt  it  did  not  succeed.  At  length,  in 
1836,  this  great  reform,  which  was  absolutely  indispensable  for 
Uy  general  agricnltnral  improvement,  was  effected  by  the  5  and  & 
William  IV.,  c.  71.  Tithes  were  commuted  into  a  fixed  com  rent 
di&rge  at  their  then  value.  Their  average  amount  for  the  seven 
jeaiB  preceding  1835  was  taken.  The  value  of  one>third  of  the 
Sffloont  was  estimated  in  wheat ;  another  third  in  barley ;  and 
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another  third  in  oats:  these  were  takea  as  a  permanent  fiied 
basis.  The  controller  of  the  com  retams  is  ordered  to  publish  in 
Jannary  every  year  the  averse  prices  of  wheats  barley,  and  obIb 
during  the  preceding  year :  and  the  tithe^payer  has  to  pay  ao 
amount  every  year  on  these  quantities  of  wheat,  barley,  and  oati, 
calculated  on  Uieir  averse  prices  during  the  preceding  aeren 
years.  And  so  steady  haa  been  the  average  price  of  these  kink 
of  com  on  a  long  series  of  years,  notwithstanding  the  repeal  ol 
the  Com  Laws,  that  on  an  average  of  37  years,  the  taihe  ownet 
has  received  £110  lOs.  for  every  £100  of  tithe  rent  charge  « 
fixed  in  1836.  Other  enactments  are  prescribed  for  other  kisdi 
of  crop,  snch  as  hops,  market  gardens,  &c.,  which  we  need  not 
ennmerate  in  sach  a  work  as  this.  By  this  and  a  series  of  cognate 
Statates  a  great  rehef  has  been  accomplished  for  agricottnre :  tbe 
rate  payable  by  law  has  become  a  fixed  harden,  imd  all  fiitnre 
industry  is  left  &ee.  Bat  yet  nothing  can  excuse  the  injustice  td 
aUowing  all  other  species  of  industry  to  emancipate  themselnt 
from  a  harden  to  which  all  were  equally  Uable ;  and  leaving  the 
single  industry  of  agricnlture  to  bear  it.  The  only  just,  and  the 
simplest  way  of  solving  the  perplexing  difficulties  whidi  ao- 
rounded  the  question  would  have  been  to  enact  that  all  payments 
of  tithe  should  at  once  cease  and  determine,  and  that  evaj 
member  of  the  ministry  should  be  paid  the  exact  sum  he  had  been 
receiving  as  tithes  out  of  the  Consolidated  Fund.  This  would 
have  been  the  only  way  of  making  a  national  payment  to  > 
national  clergy :  and  of  compelling  all  the  classes  who  had  so  long 
evaded  their  legal  duty  to  bear  their  &ir  share  of  the  natioiul 
burden.  And  this,  indeed,  is  what  ought  to  be  done  now :  though, 
of  coarse,  there  is  not  the  smallest  chance  that  it  will  be  done. 
But,  at  all  events,  these  considerations  seem  to  shew  that  the  other 
classes  of  the  commnnity  who  have  so  long  illegally  withheld 
such  large  revenues  from  the  clergy  have  not  a  shadow  of  right 
to  conuder  the  tdthe  rent  charges  paid  by  the  agriculttmsts  u 
national  property,  if  the  nation  should  ever  deem  it  expedient  to 
cease  to  maintain  the  Established  Chnrch. 

Closely  connected  with  tithes  is  another  species  of  Incoipoml 
Property  called  an  Advowbow,  which  is  not  even  a  right  to  aaj 
material  thii^,  but  only  the  Sight  to  present  to  a  Right  A 
grant  of  tithes  is  called  a  SeiisJUe:  and  an  Advowson  {t^vocda) 
is  the  Eight  of  presentation  to  an  ecdesiastical  benefice.    The 
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owner  of  the  adrowson  is  tomied  the  Patron  of  the  benefice,  bnt, 
w  nich,  he  has  no  property  or  mtereet  in  the  tithes  or  the  glebe, 
vhich  belong  to  the  incambent.  Ai  patron  he  haa  only  the 
Sight  of  nominating  the  incumbent  as  the  benefice  becomes 
nont.  Of  oonrse,  we  cannot  enter  into  the  origin  of  adrowBons 
led  laj  patronage,  nor  on  the  expediency  of  permitting  advowBon§ 
to  be  Bold ;  bnt  as  a  matter  of  &ct  tbej  are  valnable  rights,  and 
eidungeable  property,  uid  therefore  they  are  Wealth  by  our 
Mcitdon.  The  Talue  of  an  adrowson  is  tuoally  about  eight  times 
the  yearly  volue  of  the  benefice. 

At  the  present  time  the  Talae  of  this  species  of  property  in 
En^and  is  very  large,  probably  not  less  than  £16,000,000;  and 
hoe  is  another  example,  if  any  more  wei«  necessary,  to  shew  the 
abtme  folly  of  the  doctrine  that  aH  Wealth  is  material  and 
nrnea  from  the  earth ;  and  that  all  value  is  the  produce  of 
'ahonr.  An  adTOWSon  is  the  Bight  to  present  to  a  Bight,  and 
how  is  this  Bight  formed  out  of  the  materials  of  the  globe,  or 
how  is  it  the  produce  of  labour  ? 

M.  The  last  species  of  Incorporeal  Proper^  which  it  may  be 
Mfsaary  to  mention  is  a  Policy  of  Insurance.  Any  sum  of 
nwney  being  equal  in  value  to  an  atmnity,  an  exchange  may  be 
nude  between  an  annuity  and  a  sum  of  money.  In  the  firnds  a 
P^non  pays  down  a  sum  of  money  aad  receives  in  exchange  an' 
unnitf,  or  the  right  to  a  series  of  payments.  In  an  insmrance  a 
penon  paye  an  annuity,  estimated  acctnding  to  scientific  laws,  and 
^"Jt  the  Bight  to  a  sum  of  money  on  some  contingency  happen- 
uig.  In  some  cases  he  cannot,  in  other  cases  he  may,  sell  or 
°wgn  this  policy,  and  therefore  it  is  wealth  to  him.  And  here 
"RM  we  see  how  an  obligation  may  be  capital  A  poUcy  is  an 
obSgataon  of  the  company ;  but  it  produces  them  a  revenue ; 
''^nce  it  is  capital  to  them.  The  amount  of  Propert.y  in  Policies 
of  Insnance  ia  very  large  and  constantly  increasing ;  and  are 
ueae  ^hts  formed  out  of  the  materials  of  the  globe,  and  are 
%  the  produce  of  labour? 

We  hare  now  said  enough  regarding  Eights  of  Obligation : 
"^^  are  called  chosM-ir>-ar,tion  because  there  is  always  some 
Pwon  who  is  bound  to  dischai^e  them,  and  if  he  refuse  to  do  so 
'n  artion  will  lie  against  him. 
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On  Eranra  of  Expbctatiok. 

23.  We  have  now  to  Gonsider  another  very  important  ckw  rf 
Incorporeal  Property,  in  which,  althongh  some  person  is  entitkd 
to  receive  the  payment  or  the  profits,  no  other  person  in  particolir 
is  honnd  to  make  the  payment,  bat  it  ia  only  expected  or  fat^ 
that  some  one  will.  This  species  of  property,  therefore,  cannot 
correctly  be  called  a  cfu>g»-m-aclwn,  thoagh  it  sometimes  is.  Itii 
called  in  Boman  Law  anpHo  spei  or  empHo  ret  sperata.  It  ii 
merely  the  Right  to  an  expected  or  hoped  for  profit ;  and  hence  it 
may  be  called  a  Bight  of  Expbctatioh. 

To  this  class  of  Incorporeal  property  belong  Shares  in  Ccan- 
mercial  Companies  of  all  sorts :  Copyr^hta :  Patents :  the 
Practice  of  a  ProfeBsional  man :  the  Ooodwill  of  a  bnniKn : 
Tolls :  Ferries :  Fisheries ;  and  some  others. 


On  &e  Cafttal  abd  Shabes  of  a  GoiocEaciAL  Gompavt. 

24.  In  comparatively  recent  times  an  enormous  class  of  Pro- 
perty has  been  created,  the  &nit  of  commercial  enteipriae  ud 
the  sinrit  of  association.  Conunerdal  enterprises  are  now  coi- 
dncted  on  such  a  colossal  scale  that  the  capital  of  no  single 
person  Is  adequate  for  them  :  they  require  the  joint  contribatioDB 
of  a  lai^e  number  of  adventurers.  Each  adventurer  is  entitled 
to  share  in  the  profits  in  proportion  to  the  capital  contribated  tf 
him.  And  as  he  is  not  allowed  to  withdraw  his  capital,  and  nuy 
not  ivish  to  continue  a  member  of  the  Company,  he  is  allowed  to 
sell  or  assigQ  his  Bight  to  the  future  profits,  just  as  a  fimdholder 
can  only  receive  his  principal  by  selling  his  right  to  the  annniCT 
to  some  one  else. 

To  nnderstand  this  subject  properly  we  must  revert  to  tie 
example  of  land,  &e  standard  case  of  value.  In  this  case  the 
Capital  or  source  of  the  annuity,  the  Und,  is  corporeal,  and  bellxe 
our  eyes.  It  may  be  seen  and  handled.  Moreover,  the  fi7iitB<tf 
it  from  which  profits  are  made,  vis,,  the  com  and  the  cattk, 
exists  corporeally  before  our  eyes,  and  may  be  handled  isd 
measured.  It  is  by  the  exchai^e  of  these  corporeal  products  bt 
other  products  and  serTices  that  we  obtain  the  enjoyment  i^  the 
property  in  land. 
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Bat  we  ahall  now  proceed  to  shew  the  analogy  between  this 
standard  case  of  Yalne,  and  other  immense  classes  of  casee.  We 
sball  first  deal  with  a  claas  of  cases  in  which  the  sonrce  or  instra- 
ment  of  the  profit  is  corporeal,  like  the  land.  Bnt  we  shall  Bpnnge 
out  the  materiality  or  corporiety,  of  what  is  analogous  to  the 
piodnce  of  the  land,  namely,  the  service  perfonned  by  the  instni- 
ment,  and  whidi  brings  in  the  profits,  or  the  instnunent,  aa  com 
nd  cattle  bring  in  the  pn^ts  <rf  land.  And  we  shall  call  upon 
oar  readers  to  believe  in  the  real  eristence  of  these  profit-prodn- 
diig  incorporeal  elements  jnst  as  mnch  as  in  the'  existence  of  the 
miterial  com  and  cattle. 

We  hare  thos  obtained  two  cases  of  Capital  and  Produce.  The 
fint,  in  which  the  Capital  and  the  Prodnce  are  both  material ; 
the  second,  in  which  the  materiality  of  the  Capital  remains,  bnt 
ttke  Prodnce  is  immaterial  Bnt  in  either  case,  each  are  Econo- 
mic Elements.  We  shall  also  find  that  there  are  two  other  cases, 
cnrelative  to  the  two  finrt ;  namely,  a  third  one,  in  which  the 
Coital  or  source  of  Piodnce  is  immaterial,  and  the  Produce 
material ;  and,  lastly,  we  shall  spunge  out  the  corporiety  both  of 
the  Capital  and  the  Produce,  And  we  ahall  call  upon  our  readers 
to  believe  in  the  real  existence  of  these  incorporeal  sooroes  of 
lerenne,  or  this  incorporeal  capital,  producing  incorporeal  entities, 
or  elements,  which  are  exchanged  for  corporeal  profits,  and  which 
have  as  real  an  existence  as  much  as  the  land,  and  the  com  and 
cattle.  And  this  incorporeal  capital  and  its  incorporeal  produce 
nia;  be  measnred  and  valued  with  as  mnch  certainty  as  any 
material  article  whatever.  And  when  we  have  surveyed  all  these 
Muds  of  property,  we  shall  be  able  to  form  some  estimate  of  the 
Di^nitode  of  property  in  this  country,  and  the  domain  of 
Economics. 

As  an  example  of  the  first  case  of  this  Utter  species  of  property, 
ve  BhaU  instance  Railways  and  Canals.  It  is  perfectly  clear  that 
what  we  may  call  the  source  or  instnunent  of  the  annuity, 
uialogouB  to  the  land,  namely,  the  railroad,  or  the  canal,  formed 
and  maintained  at  a  vast  expense,  is  corporeal  and  visible  like  the 
bnd.  But  is  the  service  which  the  railroad  or  canal  is  capable  of 
•■etidering,  and  which  produces,  or  drcueg  forth,  the  profits,  cor- 
|»real  ?  Whence  do  the  profits  of  the  raiboad  or  canal  come  ? 
ITiey  are  given  by  the  public  in  exchange  for  the  service  which 
^  lailroad  or  canal  is  capable  of  rendering,  namely,  the  transport 
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of  peiBODB  and  goodi.  Sometihiiig  which  is  parel;  mcorporesL 
And  jet  though  this  serTice  can  neither  be  handled  nor  teen,  ite  Tslae 
may  be  meatured,  and  is  so,  with  as  great  certeint;  u  an;  ow- 
poreal  element. 

The  railroad  ie  constmcted  on  the  expectation  that  Hie  pablie 
vill  require  and  pay  for  the  transit  of  their  persons  and  goods. 
This  is  a  mere  incorporeal  service,  and  yet  it  is  exchanged  for 
profits  jost  as  corn  and  cattle  are,  and  ia  as  real  a  sonrce  of 
rerenne  as  they  are. 

Now  it  is  p^ectly  clear,  that  though  the  railway  or  canal  mij 
have  cost  a  very  large  snm  of  money,  the  ralne  of  the  sfaarea  or 
stock  has  no  reference  at  all  to  the  cost  of  constmction,  but  is 
entirely  dependent  on  the  value  of  the  cnstom  of  the  pablie.  The 
actual  line  of  road  and  the  waterway,  are  wholly  distinct  elemenli 
ttoja  the  bosinesB  which  is  oondnct«d  on  them,  and  they  may  be 
separated  and  divided. 

In  fad^  the  bnsinesa  of  the  rulway  or  the  canal  may  be  e^aralti 
from  the  railway,  or  canal,  itself.  And  it  is  perfectly  well  ^mn 
that  when  railroads  were  first  made  in  England,  it  was  int^ided 
and  expected  that  the  property  in  the  rulway  itself,  and  the  [ov- 
perty  in  the  bnsiness  on  the  railway,  should  be  separated.  But 
it  was  fonnd  that  snch  a  separation  of  powers  wonid  piDbablj  be 
dangerous,  and  it  was  necessary  for  Uie  safety  of  the  public,  thtt 
both  the  railroad,  and  the  business  of  working  the  railroad,  diodd 
be  vested  in  the  same  hands. 

But  iu  canals  the  same  reasons  do  not  apply.  And  the  pTq)eity 
in  the  canal  itself,  and  the  proper^  in  the  businesB  of  working  the 
canal,  are  almost  invariably,  we  believe,  in  different  hands ;  the 
latter  merely  paying  a  toll  or  rent  to  the  fermer.  Now,  it  is  per- 
fectly dear  that  the  canal  is  corporeal  property,  and  the  bosinen 
of  the  canal  is  wholly  incorporeid,  and  yet  that  business  piodnces 
a  revenue  just  as  much  as  the  com  and  cattle  from  land. 

Now  in  the  case  of  railroads  and  canals,  it  is  perfectly  ckir, 
that  it  is  the  incorporeal  property  which  gives  value  to  the  co- 
poreal  property.  It  is  the  custom  of  the  pnblic  which  gives  the 
whole  value  to  the  railroad,  or  the  canal ;  jost  as  it  is  the  denund 
of  the  public  for  com  and  cattle  that  gives  value  to  the  land.  If 
there  were  no  demand  for  the  services  of  the  railway,  or  canal, 
they  would  be  worth  nothing  whatever,  whatever  sum  they  may 
hare  cost.    More  than  that,  they  would  probably  be  i 
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Or  if  the  demand  of  the  pablic  for  their  eerrices  were  to  cease, 
they  would  oease  to  be  valuable,  however  valuable  they  might  once 
have  been.  There  are  many  instaDceB  in  England  of  cant^B  which 
were  once  extremely  vatuable,  having  been  totally  ruined  by  the 
competdtjon  of  nulways. 

Here,  therefore,  are  manifest  instances  of  the  second  case  we 
mentioned,  where  the  source  or  inetrnment  of  production  or  capital, 
is  corporeal,  and  the  product  is  incorporeal,  and  yet  the  whole 
value  of  the  corporeal  capital  depends  npon  the  incorporeal  product. 

And  the  truth  of  the  great  fondamental  law  we  laid  down  above 
iB  indispntable.  It  is  demand,  or  et/mumption,  aiid  Twt  labmer,  that 
gitet  value  to  production. 

In  the  cases  we  have  just  mentioned,  the  outlay  of  capital 
in  forming  the  instrument  which  is  to  render  the  service  is 
BO  great,  that  the  pro&t  is  often)  considered  as  little  more  than 
profit  on  the  sum  spent  on  the  instminent.  And  in  these 
cases  we  may  consider  without  any  violent  metaphor  that  the 
instrament  itself  produces  the  service.  Because,  though  no 
doubt  there  is  human  labour  employed  in  driving  engines, 
ic,  and  men  and  horses  on  the  barges  and  canals,  so  also 
there  is  s  great  deal  of  human  labour  employed  in  growing 
com,  but  yet  we  consider  com  as  the  produce  of  the  earth,  rather 
than  of  the  labour  of  men,  because,  after  all,  the  earth  is  the  pre- 
dominating element  in  the  prodnction  of  com,  and  the  labour  of 
man  is  subservient  to  it.  So  also  in  railroads  and  canals,  they  are 
in  a  nmilar  way  the  predominating  elements,  and  the  labour  of 
men  and  horses  is  subservient  to  them.  In  each  of  these,  we  think, 
it  will  be  acknowledged  that  the  corporeal  element  is  primary,  and 
labour,  though  indispensable,  is  secondary.  But  there  are  a  great 
many  other  totding  companies,  in  which  the  importance  of  the 
corporeal  elenient  constantly  diminishes,  and  the  importance  of  the 
haman  element  constantly  increase  till  at  last  the  corporeal  ele- 
ment ranks  altogether  into  insignificance,  and  is  only  incidental, 
and  is  only  present  in  consequence  of  the  necessity  of  men  to  have 
Bome  place  to  rest  upon.  But  the  actual  business  is  wholly 
homan. 

Thus  in  great  public  trading  companies,  like  banks,  and  insu- 
nnoe  companies,  the  corporeal  instrument  in  which  the  business 
is  carried  on,  is  altogether  subordinate  to  the  nature  of  the  business 
omed  on.    In  a  great  bank  or  insurance,  company,  the  value  of 
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the  actual  bnilding  is  a  mere  fraction  of  the  capitaL  The  viloe  ! 
of  the  shares  is  entirely  related  bj  the  value  of  the  bodncst, 
which  is  a  purely  incorporeal  entity.  The  valne  of  the  ahwes  in 
the  London  and  Westminster  Bank  does  not  in  any  way  depend 
apon  the  Talne  of  the  banking  honse,  nor  even  npon  the  qnanti^ 
of  money  paid  in,  or  original  capital;  that  only  forms  a  limit  bekn 
which  it  would  not  sink.  Bnt  it  depends  npon  the  gigantic  bua- 
nees  created  by  the  skill  of  the  managers  of  the  company.  And 
can  this  be  seen  or  handled,  or  is  it  a  corporeal  matter  ?  Certainty 
not.  It  ie  purely  incorporeal.  Bnt  yet  it  may  be  idusobed  in 
Yalue  as  accnrately  as  a  hnndred-weight  of  cheese,  and  may  be 
transferred  in  just  the  same  way. 

Now,  what  does  the  valne  of  the  shEU'es  in  these  immense  ecm- 
ponies  consist  in  ?  It  is  the  Riqet  to  receive  and  participate  in 
the  foture  profite  of  the  bnsineas.  An  incorporeal  right  in  ao  in- 
corporeal entity. 

It  might  perhaps  seem  to  some  persone,  that  the  stock,  orshare^ 
in  a  bank  were  Identical  with,  and  r^emUed,  or  were  one  pro- 
perty with  the  very  money  paid  in  actual  capital.  Thus  if  the  mooey 
paid  in  as  the  capital  of  Uie  bank  were  £1,000,000,  and  an  eqnil 
amount  of  shares  created  and  given  in  exchange  for  this  mon^ 
it  might  perhaps  seem  to  some  that  these  shares  were  onb  pro- 
perty with  the  actual  money.  This,  however,  is  a  most  importent 
error.  In  the  first  place,  it  is  clear  that  if  the  shares  were  mer^j 
om  property  with  the  actnal  capita),  they  never  coold  exceed  it 
in  value.  For  if  a  man  has  merely  the  right  to  receive  back  ^le 
identical  quantity  of  money  he  has  paid  in,  why  of  course  Uie  Bhan 
cannot  exceed  it  in  value. 

Bnt  when  a  shareholder  pays  in  money  to  fbrm  tbe  capital  of 
the  bank,  the  property  in  it  ia  entirely  gone  from  him,  in  his  indi- 
dividnal  capacity.  The  property  in  the  money  passes  to  the  ax- 
poration,  whbib  is  a  distinct  entity  from  its  individual  memben. 
When,  then,  the  shareholder  transfers  the  property  in  die  money  to 
the  corporatiod)  he  receives  in  retnm  a  share.  And  what  is  a 
share  7  Is  it  an  individual  right  to  part  of  the  original  capital  ? 
Certainly  not.  Except  in  the  extreme  case  of  die  diseolatJoo  of 
the  company,  a  shareholder  has  no  right  to  demand  back  any  <i 
the  original  capital.  What  then  is  the  share  ?— It  is  the  Bi&ht 
to  a  certain  portion  of  the  ^oJlU  to  be  made  by  the  bnonen  f£ 
the  company.    The  shareholder  gives  the  prc^wity  in  bis  moM? 
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to  the  companj,  &nd  he  receireB  in  return  the  right  of  tharing 
On  fiiiurs  pro/ii*. 

Now  it  most  be  perfectly  clear  beyond  dispate,  that  the  money 
pud  in,  and  the  right  to  receive  the  ftitore  profits  of  trading,  are 
two  Bcpante  and  independent  properties.  Hence  the  capital  of 
die  company  and  the  ahares  in  the  company  are  tvo  separate  and 
dijtinct  properties.  And  it  is  perfectly  possible  that  the  capital  of 
the  company  may  be  entirely  lost  and  dissipated,  aui  yet  the 
Aares  be  of  inunense  valne. 

In  the  first  place  the  money  cspitAl  may  have  been  conrerted 
into  other  thii^,  which  are  wholly  useless  and  valneless  if  divided 
or  tmken  np.  The  money  capital  of  a  railroad  company  has  been 
oMiTertad  into  embankments  and  druns,  and  tnnnels  and  bridges, 
Bfid  station  houses.  What  is  the  value  of  these  things  to  sell  in- 
dependently ?  If  the  demand  for  a  railway  were  to  cease,  the 
OT^iiial  capital  woold  be  found  to  be  almost  entirely  dissipated  and 
Hink.  In  the  case  of  a  bank  it  would  be  different,  because  there 
tlie  coital,  supposing  it  not  to  have  been  lost  in  business,  remains 
actnall;  in  the  form  of  money,  and  that  can  be  divided  among  the 
■hueholdera  in  the  case  of  a  dissolation.  Bat  even  in  that  case 
the  same  mle  applies  to  a  certain  extent.  There  are  many  banks 
whose  stock  has  risen  200  per  cent,  above  the  value  of  the  money 
<^nally  paid  in.  If  sach  a  bank  were  enddenly  dissolved  and  the 
original  capital  paid  in  divided  among  the  shareboldeis,  wonld 
they  receive  in  money  the  valne  of  the  shares  of  the  bank  as 
they  stood  before  the  dissolution  t    Certainly  not. 

And  this  very  clearly  shews  that  the  shares  in  a  Bank  may  be  of 
peat  valne,  and  yet  .the  actual  capital  gone.  The  valne  of  the 
shares  depends,  as  we  have  said,  on  the  profits  of  the  bnsiness 
ntablished  by  the  Bonk.  Now  in  establishing  sncb  a  bnsiness 
tfae  Banlc  may  lose  money,  and  yet  after  having  lost  money  it  may 
wtBtdish  a  sound  and  flourisbiiig  business,  and  that  gives  a  reiil 
vahie  to  the  shares,  wholly  independent  of  the  money  originally 
paid  in. 

I«t  DB  take  a  very  simple  case.  The  sam  actually  pud  on  the 
Bbares  of  the  London  and  Westminster  Bank  at  the  present  time 
>  £30,  and  the  total  paid  up  is  ^2,000,000.  But  the  actual 
■nvket  price  of  the  shares  is  £78,  hence  the  total  value  of  the 
*«reB  is  £7,800,000.  That  is,  the  property  of  the  shareholders 
■  £7,800,000.    But  suppose  the  Bank  were  dissolved  to-morrow 
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and  the  capital  divided  amot^  &e  shareholders,  do  the;  beliere 
that  they  would  actoally  receive  £7,800,000  in  money  ?  They  do 
not  suppose  any  such  thing.  They  know  perfectly  well  that  ttere 
is  an  actual  deficiency  of  £6,800,000,  to  make  the  capital  equl 
in  value  to  the  ehares.  And  yet  the  ahares  have  a  real  valni^ 
though  there  is  no  money  to  represent  them.  It  is  perfectly  dear 
that  that  Bank  is  jnet  in  the  same  position  as  regards  the  shaio, 
aa  if  it  had  originally  £7,800,000  of  money  paid  in,  and  had  lait 
£5,200,000  in  establishing  its  present  bosineaa. 

Thos  the  money  paid  in  aa  capital  is  analogous  to  the  land,  or 
to  the  railway,  or  the  canal ;  the  stock  repreeeute  the  valoe  of  the 
bnsinesB  generated  by  the  skill  of  the  traders, — two  diitiiKt 
things. 

The  sharea  bear  to  the  capital  paid  in  the  Etame  reUtion  that  dte 
value  of  land  does  to  the  land  itself.  The  one  ia  the  aoorce  or 
the  instniment  of  the  annuity,  the  other  is  the  annuity  itaelf. 

It  is  the  same  relation  as  a  ship  bears  to  the  profits  to  be  wtie 
by  trading  with  it,  which  are  manifestly  distinct. 

Now  the  cases  of  a  Bank,  or  Insorance  Oompany,  to  which  die 
same  arguments  obviously  apply,  and  a  ship,  afford  us  somt 
considerations  worth  notice. 

When  we  say  that  the  Capital,  or  Source  of  income,  ii  a 
distinct  and  separate  property  &om  the  income  itoelf,  many 
persons,  looking  to  the  cases  of  a  railway  or  land,  might  say  that 
it  is  the  vaLne  of  the  produce  which  gives  the  value  to  the  n^vaj 
and  to  the  land,  and  if  the  income  were  to  cease,  the  caftitil 
would  be  worth  nothing,  and  that  therefore  they  are  but  ona  pro- 
perty. This  argument  has  some  degree  of  plausibility,  becaosB 
it  does  apply  in  appearance  to  those  particular  cases,  and  yet  it  ii 
not  true  generally.  In  the  case  of  railways,  the  original  money 
capital  has  been  converted  into  something  which  has  no  general 
exchangeable  value.  A  railroad  has  no  value  except  as  a  railroad. 
Should  the  railroad  not  pay  in  one  place,  it  is  oot  poesible  to  cod- 
vert  it  into  some  other  property,  or  to  transport  it  to  anothff 
place  where  it  would  pay  better.  The  railroad  therefore  btf 
value  in  that  particular  place  only,  or  it  has  none  at  aU.  Bnt  (he 
case  where  the  original  capital  remains  in  the  fonn  of  money, 
which  is  universally  exchangeable,  or  is  converted  into  Mmething 
which  is  again  exchangeable,  or  convertible,  is  differeuL  Thm 
the  Ci^ital  of  &  Bank,  or  Insurance  Company,  ruuaina  siCtasUy 
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in  the  form  of  ataaej,  euppocdng  no  losses  in  bneiitess  to  occur, 
or  it  is  exchanged  for  BomethiDg,  which  can  bs  reconrerted  into 
■none;',  as  bills  of  exchuige,  the  fnada,  &&  If  the  bosinen 
of  tiie  bonk,  or  insurance  comptuif,  shonld  not  sncceed,  and 
therefore  the  profits  be  worth  nothing,  the  c^ita]  may  still  be 
iDveeted  in  something  eLse,  and  remains  intact.  Here  it  is  quite 
evident  that  the  original  money  paid  in  as  coital,  and  Uie  profits 
arising  from  trading,  are  two  distinct  propertie*. 

80  in  a  Shipping  C!ompany.  The  original  capital  in  money  is 
converted  into  ships.  If  the  company  should  not  succeed  and 
make  no  profits,  stUl  the  actnal  ships  have  valne  and  may  t)e  sold, 
and  sQcceed  in  another  trade.  And  here  it  is  qnite  clear  that  the 
ihips  are  separate  and  independent  property,  distinct  from  the 
ptofits. 

Hence  we  obtun  this  general  law, — 

That  the  Capital,  or  instrument,  or  the  source  of  profit,  is  a 
diaiinct  and  separate  property,  from  the  profits  made  by  it. 

In  some  cffies  the  value  of  the  capital  may  remain,  and  the 
vsloe  of  the  profits  may  remain. 

In  other  cases  the  value  of  the  profits  may  remain,  while  the 
Tslae  of  the  capital  vanishes. 

In  other  cases  the  value  of  the  capital  may  remain,  whOe  the 
valne  of  the  profits  vanishes. 

In  other  cases  ;the  value  of  the  profits  and  the  valne  of  the 
capital  may  vanish  together. 

No  one  accustomed  to  mathematical  reasoning  will  have  the 
■lightest  difficulty  in  comprehending  this. 

Now,  the  point  we  have  been  aiming  at  all  this  time,  and  we 
think  it  is  satisfoctorily  shewn,  is  this,  that  shares  in  public 
companies  are  separate  and  independent  property.  And  they  are 
purely  of  an  incorporeal  nature.  For  we  need  hardly  say  that  the 
actnal  piece  of  paper  on  which  the  writing  or  certificate  is,  ia 
merely  the  evidetKe  of  the  right,  which  might  exist  without  any 
tnateriat  evidence  at  all. 

Here  then  is  incorporeal  property,  which  ia  not  embodied  in  any 
matter,  which  may  be  transferred  from  person  to  person  jnst  as 
much  as  material  property,  and  it  is  really  existing  property  aa 
mnch  as  gold  and  silver,  and  is  a  portion  of  public  we^tb. 

Even  those  Economists  who  have  admitted  the  existence  of 
iocDiporeal  el^nente  in  Ekxmomics,  have,  with  few  exceptions. 
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confined  their  remarks  to  qoalities  of  the  person,  or  mind,  which 
[vodiice  a  levenae,  bnt  which  are  fixed  and  inherent  in  the  perBon, 
and  of  which  he  cannot  direst  himself.  These  are  the  only 
immaterial  prodncta  which  M.  BandriUart,  for  example,  contem- 
[datee,  when  he  denies  the  admisBion  of  immaterial  products  into 
EconMnicfl,  and  remarks  as  one  reason  for  doing  so  that  they 
cannot  be  exchanged.  Uoreorer,  it  is  commonly  said,  that  incm- 
poreal  elements  perish  in  the  nsing.  Bnt  here  we  haTo  dLewn  lite 
existence  of  a  stupendous  mass  of  inoorpoFeal  property  of  a  whdlj 
di&rent  natnre  from  that  contemplated  hj  Ualttiue,  or  U. 
BandriUert.  The  incorporeal  proper^  we  have  been  oonaderini 
is  ae  permanent,  and  enduring,  as  capable  of  perpetnal  enstence, 
as  the  land  iteelf,  or  any  material  product.  "What  is  there  to 
prevent  the  Bank  of  England,  or  the  London  and  WestmimbT 
Bank,  enduring  as  long  as  the  land  of  England  itself?  "Whj 
^ould  not  shares  in  them,  a  purely  incorporeal  property,  exist  as 
well  1,000  years  hence,  as  well  as  to-day?  There  is  no  principle 
of  decay  in  them.  Still  more,  is  there  not  every  probabihty  of  tiie 
shares  in  the  London  and  North  Western  Bailway  endnring  u 
long  as  this  country  itself  7  No  doubt  there  is  the  contingenq 
even  of  the  Bank  of  England  failing,  or  being  destroyed,  but  thit 
is  only  an  accident,  and  not  necessary.  Moreover,  this  incwpoRil 
property  is  capable  of  being  transferred  from  hand  to  hand,  or 
fbtmi  person  to  person,  just  as  easily  as  any  material  product.  A 
man  can  denude  himself  of  the  property  in  these  shares,  or  ins 
copyr^ht,  just  as  easily  as  of  the  property  in  a  watch.  And 
EconomistB,  in  treating  of  property,  and  in  framing  a  definition 
of  wealth,  have  wholly  omitted  all  notice  of  this  enormous  msffl 
of  pr(^)erty.  One  of  the  objectiona  against  admitting  incorporeal 
dements  into  Economics  is  that  it  cannot  be  valued.  We  reply 
that  they  not  only  can,  bnt  are,  valued  with  as  great  a  pieciHioD 
as  material  prodncte. 

These  ccmsiderations  also  confirm  the  necessity  of  expelling  the 
limitation  of  "the  resnlt  of  past  human  labour  "  from  the  defini- 
(ion  of  capital,  as  we  have  already  shewn.  When  a  man  invettB 
money  in  the  shares  of  the  Bank  of  England,  those  shares  bectme 
his  capital  The  money  he  bought  them  with  may  have  been  the 
result  of  past  labour,  but  are  the  shares  he  purchased  the  result 
of  past  labour  ?  Certainly  not ;  they  are  the  expectation  of 
pn^tB  to  be  derived  bom  fiitnre  labonr,  or  indttstry.    Yet,  » 
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anything  which  produces  a  revenue  ie  capital,  they  become  capital 
to  him. 

The  conademtion  of  the  comtitotion  of  these  commercial 
Companies  throws  a  clear  hght  on  the  nature  of  the  Funds. 
When  a  man  bays  an  estate  in  land  he  has  in  himself  the  right 
to  the  land  and  the  right  to  the  profits  of  the  land.  When  a 
Bingle  person  is  a  banter  or  makes  a  railroad  the  case  is  similar ; 
bat  when  a  Company  founds  a  bank,  or  makes  a  railroad,  the  case 
is  different :  though  the  operatdons  are  the  same,  the  interests  are 
separated  between  the  Company  and  its  individnal  members. 

When  the  members  pay  their  contribationB  to  the  Company, 
they  lose  all  individual  property  in  them,  which  is  gone  to  the 
Company  in  its  corporate  character. 

The  Company  states  the  amount  it  receives  as  a  Debt  or 
Liability  to  its  individnal  members,  and  gives  them  certificates 
called  shares,  which  entitles  each  one  to  share  in  the  profits  earned 
by  (he. Company  in  the  proportion  of  the  qnotahe  has  contributed 
to  the  capitaL 

Bat  the  Company  must  invest  the  sums  it*  receive  tram  its 
members  iu  buildings,  furniture,  &c.,  or,  in  the  case  of  a  railway, 
in  land,  and  the  embankments,  tnuuels,  rails,  &c,  necessary  for 
carrying  on  its  business. 

Hence  it  states  the  amount  it  receives  from  its  members  as  a 
Debt  or  Liability,  which  is  called  Capital,  and  the  building,  the 
fomitore,  the  railway,  and  the  actucJ  cash  it  has,  as  assets ;  as  any 
one  may  see  on  looking  at  the  accounts  of  any  Joint  Stock  Bank 
or  R^way  Company. 

What  appears  then  as  "  Capital "  in  their  accounts  is  nothing 
more  than  a  Debt  upon  which  the  Company  pays  as  interest  to  its 
members  the  profits  earned  by  its  business. 

Hence  the  Shares  in  a  Commercial  Company  are  nothing  but  an 
abstract  Eight  to  a  certiiin  portaon  of  the  profits  ;  they  are  thus 
exactly  similar  to  a  Bill  of  Exchange  or  the  Funds ;  only  in  these 
latter  two  coses  there  is  a  person  who  is  bound  to  make  the  pay- 
ment, therefore  they  are  Rights  of  Obligation :  in  the  case  of  the 
Shttes,  there  are  no  particular  persons  who  are  bound  to  use  the 
Bailway  or  to  deal  with  the  Bank ;  it  is  only  expected  that 
some  persons  will  do  ao  :  hence  the  Shares  are  Bights  of 
Expectation. 

Now  it  is  easily  seen   that  the  Funds  are  property  prscfsely 
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analogoiu  to  the  Share  Capital  of  a  Joint  Stock  Bank  or  ■ 
Bailwaj. 

The  nation  in  it«  corpotste  ct^ncity  wants  some  great  pnbtic 
work  done.  It  therefore  txirrowBoontribntionB  from  its  indindnal 
members,  for  vhich  it  agrees  to  pay  a  fixed  aonoal  interest.  Thit 
ooDBtitntes  the  Capital  of  the  debt ;  and  the  fiindholders  an 
exactly  analogons  to  the  Shareholders  of  a  Company.  The  nation 
then  wiUi  the  money  sabecribed,  bnilds  ships,  hires  soldiers,  make* 
a  railway  or  what  not,  and  these  are  the  national  assets :  and  ai 
the  naticm  is  snppoeed  to  be  benefited  by  the  expenditure  it  psji 
a  fixed  sum  in  taxation. 

Those,  therefore,  who  admit  the  Share  Capital  of  a  Jdnt 
Stock  Bank  or  Railway  to  be  wealth,  most  equally  admit  the 
Fnnda  to  be  wealth,  because  they  are  exactly  anaI(%onB  in  tfaar 
nature. 

We  have  already  observed  that  as  there  is  a  com  market,  a 
meat  market,  a  fish  market,  a  ponltry  market,  and  many  othen, 
BO  there  is  a  great  Debt  market,  whidi  is  the  Royal  Exdiuige. 
So  also  there  is  a  great  market  for  the  sale  and  exchai^  of  the 
spedes  of  Incorpor^  Property  consisting  of  the  pabhc  firnds  and 
shares  in  Commercial  Companies,  which  is  called  the  Stock  Ex- 
change. This  is  a  market  exclBBively  for  the  baying  and  Belling 
Stocks  and  Shares,  British  and  Foreign,  a  species  of  property 
which  now  amonnts  to  many  thousands  of  millions  of  money :  and 
yet  which  is  entirely  ignored  in  books  which  profess  to  treat 
of  Economics. 

The  value  of  this  species  of  property  is  an  excellent  example  to 
shew  the  Macy  of  the  doctrine  that  Value  depends  upon  cost  of 
production.  The  Value  of  these  shares  has  absolutely  nothing  what- 
ever to  do  with  cost  of  production  ;  it  depends  npou  the  annul] 
profits  payable  on  the  shares :  and  whether  the  value  of  the  ^area  ex- 
ceed or  falls  below  par,  entirely  depends  upon  the  annual  profits  and 
the  general  averse  rate  of  interesL  The  most  striking  instance 
that  we  are  aware  of,  of  the  difference  between  the  cost  of  the 
capital  and  the  value  of  the  shares  is  the  New  River  Company. 
"When  Six  Hugh  Uiddleton  and  hia  spacious  co-adventurers,  in 
the  reign  of  James  I.  constructed  this  canal,  so  little  were  (he 
blessings  of  pure  water  understood  by  the  citizens  of  London, 
that  the  patriotic  projector  was  mined,  and  obliged  to  sell  hia 
shares.    However,  the  demand  for  water  gradnally  grew,  and  with 
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it  the  Talae  of  the  ehares,  till  nltimately  a  single  ahare  of  £100 
wag  at  one  time  worth  £20,000,  and  was  coDfiidered  a  good  dowiy 
for  the  daughter  of  a  wealthy  city  merchant.  The  value  of  all 
property  of  the  form  of  an  Aonaity  ia  also  greatly  influenced  by 
the  arerage  rate  of  interest :  for  if  the  average  rate  of  inter- 
est be  three  per  cent,  an  annnity  will  sell  for  thirty-three  yeare' 
pnrchase :  if  the  average  rate  of  interest  were  ten  per  cent,  the 
same  annnity  wonld  only  sell  for  ten  years'  pnrchase.  And  what 
has  the  value  of  Sttch  an  Annuity  to  do  with  "  quantity  of  labonr " 
or "  cost  of  produofcion  "  ? 

25.  We  miut  now  consider  some  other  species  of  Incorporeal 
Property. 

In  former  ages,  when  people  had  scarcely  emerged  from  bar- 
barism, nothing  was  considered  as  property  but  land,  which  was 
K^  and  immoveable.  As  they  became  more  civilized,  and  their 
ideas  more  refined,  moveables  were  admitted  to  take  rank  as  pro- 
perty :  but  still  no  property  was  held  in  regard  but  what  was 
eensible  to  the  eye  and  tangible  to  the  hand.  In  process  of  time, 
SB  refinement  increased,  men  began  to  reflect  that  they  bod  minds, 
and  that  their  minds  might  be  improved.  Accordingly  services 
rendered  to  the  mind  began  to  have  value,  and  to  be  capable  of 
being  estimated  in  money.  The  way  to  render  service  to  the 
mind  is  by  communicating  to  it  ideas,  which  convey  to  it  per- 
ceptioua  of  what  is  noble,  and  just,  and  true,  and  elevate  the 
nature  of  what  is  really  and  truly  the  Mur.  When  men  saw 
this  in  ils  proper  aspect,  they  saw  that  a  person  who  was  capable 
of  rendering  services  to  them  in  this  way  shonld  be  allowed  to 
We  property  in  his  own  prodnctions,  as  well  as  the  producers  of 
issterial  wealth.  Hence,  they  recognised  the  right  of  man  to 
have  property  in  Idbab.  The  law  which  gives  men  property  in 
their  own  ideas  is  called  the  law  of  Copifnght  or  of  Patentt. 

Jnst  as  the  mind  of  man  is  admitted  to  be  of  a  much  higher  nature 
than  his  body,  so  is  the  service  rendered  to  his  mind  of  a  maoh 
higher  nature  than  one  rendered  to  his  body.  Hence,  ideas  are  a 
nnch  loftier  spedes  of  property  than  material  wealth.  Tme  ideas 
ve  the  foundation  of  good  government,  and  of  the  happiness  and 
Telfore  of  the  whole  human  race,  both  here  and  hereafter  ;  and  it 
should  be  the  object  of  every  man  to  gather  true  ideas  wherever 
uid  whenever  be  can,  and  follow  them  in  practice.    Troe  ideas 
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are  the  riches  of  the  mind — ri<^e8  which  neither  moths  can 
devooT,  nor  nut  corrode,  which  do  not  make  themselTes  wings  ud 
fly  away  from  na  ae  an  eagle,  bnt  which  bear  as  like  an  eagle  toward) 
heaven — riches  which  some  wonld  have  us  believe  we  can  tftle 
beyond  the  grave.  And  they  are  preserved  and  piopagated  io 
booka  "  exempted  fhun  the  wrong  of  time,  and  capable  of  per- 
petoal  renovation.  Neither  are  they  fitly  to  be  called  image), 
becaoBe  they  generate  Btill,  and  caet  their  seeds  into  tlie  mindi  of 
othen,  provoking  and  cansing  infinite  actions  and  opinions  in 
succeeding  agee :  so  that  if  the  invention  of  the  ship  was  tfaongfat 
so  noble,  which  carrieth  riches  and  commodities  &om  place  to 
place,  and  consociateth  the  moat  remote  regions  in  participation  of 
their  fruits,  how  mnch  more  are  letters  to  be  magnified,  which,  is 
ships,  pass  throogli  the  TBSt  seas  of  time,  and  make  ages  so  distant 
to  participate  in  the  wisdom,  and  Ulnminatton,  and  inventions,  the 
one  of  the  other,"' 

26.  There  is  a  peculiarity  abont  the  law  of  copyri^t  and 
patents,  which  is  wortii  notjdng.  No  man  can  have  proper^  in 
a  general  tznth,  or  a  principle,  bnt  only  in  a  particolar  demonatn- 
tion  of  the  (ruth,  or  an  application  of  the  principle.  No  one  can 
have  a  patent  for  a  diicovery,  bat  only  for  an  invention.  As  aoMi 
as  a  general  principle  is  discovered,  it  becomes  nnivetsal  property, 
and  every  one  can  appropriate  to  himself  any  new  demonttnliim 
or  application  of  it  he  can  devise.  No  man  can  appropriste  <o 
himself  a  scientific  truth,  nor  can  he  have  a  patent  for  a  princi- 
ple ;  thus,  he  cannot  have  a  patent  for  the  general  principle  of 
the  use  of  ste^m,  or  ur,  or  electricity  as  a  motive  power,  hst  onlj 
some  particular  form  of  its  application. 

27.  Copyright,  like  the  other  species  of  Incorporeal  Prop^. 
is  an  example  of  the  troth  of  the  Soman  doctrine  that  Bights  aie 
included  nnder  the  term  Wealth.  Every  one  knows  that  the 
various  Copyrights  in  the  country  form  a  property  of  eaanBim 
value,  and  yet  Whately  is  the  only  Economist  in  this  oonntiy  that 
we  are  aware  of,  who  seems  to  be  aware  of  their  existence.  He 
says^ — "  Since  the  popnlar  dec  of  the  term  Wealth  is  not  alvsT* 
very  precise,  and  since  it  may  require  just  in  the  ontset  sane 

'  Boom — AHeanetmait  of  Leanang. 
>  LtehiTtt  iM  Mitieal  Seonomn,  p.  S. 


tzsd  by  Google 


1 86-17.3  COPTBIOHT.  271 

degree  of  attendon  to  avoid  being  confoBed  by  oontemplating  the 
very  same  thing  as  being,  or  not  being,  an  article  of  wealth, 
according  to  circaniEtancee,  I  think  it  for  this  reason  more  con- 
Tenient  on  the  whole  to  deambe  Political  Economy  as  concerned 
nniTeiBally,  and  exdnsively,  abont  exchanges. 

"  It  was  once  proposed,  indeed,  to  designate  it  the  '  Philosophy 
of  Conunerce'  ;  but  this,  though  etymologically  quite  nnexcept- 
iooable,  being  indeed  coincident  with  the  description  just  given, 
is  open  to  the  objection,  that  the  word  Conunerce  has  been  in 
popular  ose  arbitrarily  limited  to  one  class  of  exchangee. 

"The  only  difficulty  I  can  foresee,  as  attendant  on  the 
IsDgnage  I  have  now  been  using,  is  one  which  vanishes  so 
readily  on  a  moment's  reflection,  as  to  be  hardly  worth  men- 
tioning. In  many  cases,  where  an  exchange  really  takes  place, 
the  fact  is  liable  (until  the  attention  is  drawn  to  it)  to  be  over- 
looked, in  consequence  of  onr  not  seeing  any  transfer  btm  hand 
to  hand  of  a  material  object.  For  instance,  when  the  copyright 
of  a  book  is  sold  to  a  bookseller,  the  article  transferred  is  not  the 
mere  paper  covered  with  writing,  but  the  exclusive  PsiTlLEaB  of 
printing  and  publishing.  It  is  plain,  however,  on  a  moment's 
thought,  that  ^e  transaction  is  as  real  an  exchange  as  that  which 
takes  place  between  the  bookseller  and  his  customers,  who  buy 
copies  of  the  work.  The  payment  of  rent  for  land  is  a  trana- 
actioii  of  a  similar  kind  :  for  though  the  land  itself  is  a  material 
object,  it  is  not  this  that  is  parted  with  to  the  tenant,  bnt  the 
BiQHT  to  till  it,  or  to  make  use  of  it  in  some  other  specified 
maimer.  Sometimes,  for  instance,  rent  is  paid  for  a  right  of  way 
through  another's  field  ;  or  tor  liberty  to  erect  a  booth  during  a 
&ir ;  or  to  race  and  exercise  boraeB,"  &c.  And  in  a  note  to  l^e 
part  of  this  pass^e  relating  to  the  sale  of  a  copyright,  Whately 
Bays— "This  instance,  by  the  way,  evinces  the  impropriety  of 
limiting  the  term  Wealth  to  material  objects." 

Thus  Whately  is  the  first  Economist  that  we  are  aware  of  in 
this  country  to  perceive  that  a  Right,  or  Privilege,  ia  wealth ; 
although,  of  coarse,  it  is  implicitly  acknowledged  by  others  when 
they  Bay  that  wealth  is  anything  which  is  exchangeable  ;  for  every 
one  knows  that  abstract  rights  are  the  subject  of  sale.  But  the 
vhole  difficulty  is  cleared  up  when  we  have  shewn  that,  in  fact,  all 
Economic  quantities  are  rights. 
The  value  of  literary  property  is  a  striking  example  of  the 
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trnth  of  the  doctrine  that  vaJne  depends  npon  demand,  and  not 
npoD  labour.  When  men  began  to  direct  their  attention  to  the 
primary  objects  of  sale  which  were  material,  such  as  corn,  food 
of  all  kinds,  &c,  which  are  all  asaociated  with  labonr,  nnreflectin; 
pereons  jnmped  at  the  conclosion  that  laboor  is  the  caoee  of  thdr 
value,  whereas  it  ia  qnite  clear  that  the  demand  for  them  ii  the 
due  Bonrce  of  their  ralne. 

But  what  gives  value  to  the  Copyright  ?  Uoet  manifestly  the 
demand  of  the  public  for  the  work.  By  Uie  very  force  of  Natan 
men  feel  the  necessity  for  food ;  and  therefore  men  labonr  to 
produce  it.  But  men  do  not  always  feel  the  want  of  mental  ibod 
by  the  force  of  nature  :  it  requires  cultivation  and  education  to 
make  them  feel  a  craving  for  instruction.  Now  whether  a  Copy- 
right has  any  value  or  not,  does  not  depend  upon  the  labonr  of  the 
producer,  but  upon  the  demand  of  the  consumer  :  on  the  approdi- 
tion  of  the  public  of  his  labours,  and  their  demand  for  them,  and 
nnless  this  exists  copyright  has  no  value  at  alL  Without  enumov 
ting  the  great  worla  of  the  ancients,  let  us  ask  whether  there  ra 
a  leas  quantity  of  labonr  in  Chancer  and  Speneer  than  in  muy 
modem  works  ?  Shakespeare,  it  is  true,  realised  a  modest  txm- 
peteuc?  by  his  share  in  a  theatre  ,■  but  it  is  certain  he  never  would 
have  earned  bread  and  cheese  by  the  sale  of  his  dramaa.  With- 
out makii^  invidious  comparisons,  is  the  fortune  earned  b; 
Tennyson,  for  example,  compared  to  that  earned  by  a  Spenser  or 
a  Shakespeare,  proportional  to  the  quantaty  of  labour  in  Uieii 
respective  works  7  There  is  no  department  of  human  induby 
in  which  die  fallacy  of  the  doctrine  that  Labour  is  the  caose  of 
value  is  more  cone^icnoua  than  in  Literary  and  Scientific  woA. 
Where  would  Newton  have  been  without  his  fellowship?  The 
writers  of  the  most  learned  works  do  not  earn  the  wages  of  a  day 
labourer :  whereas  many  who  write  nothing  but  trashy  and 
ephemeral  novels  may  earn  a  fortune.  And  is  this  from  their 
utility  ?    It  manifestly  arises  from  the  taste  of  the  pubhc 

Smith  says — "The  property  which  every  man  has  in  his  own 
labonr,  as  it  is  the  original  foundation  of  all  other  property,  so  it 
is  the  most  lacred  and  inviolable  " :  a  sentiment  in  which  eveij 
one  must  agree.  And  what  is  literary  and  scientific  work  ?  It  ii 
pure  thought — ^pure  labour.  And,  seeing  that  the  productions  of  ■ 
man's  mind  are  now  recognised  to  be  as  truly  his  own  property  and 
the  fimits  of  his  industry,  as  the  productions  of  material  wealth,  it 
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IB  hand  to  see  on  what  gionndB  he  can  be  denied  the  aame  tenure 
in  one  as  ia  the  oUier.  Snrely  no  one  can  deny  that  a  great 
iH^  in  hteratnre  is  as  great  a  serrioe  to  a  conntrj  aa  a  chair,  or  a 
tsMe,  or  s  ahip  ;  and  yet  the  producer  of  one  ie  not  allowed  to 
derire  the  same  benefit  for  hia  seiricea  aa  the  other.  In  the  latter 
ease,  his  right  ia  acknowledged  to  be  perpetual,  and  he  may 
dispcae  of  it  as  he  pleases,  and  transmit  it  to  his  descendants  as 
long  as  the  thing  contiunes  in  being ;  bnt  the  righta  of  the  other 
ue  only  transient,  and,  after  a  certain  brief  period,  by  the  eziating 
law,  cease  fbr  ever.  The  merchant  who  labonrs  for  commodities 
Bsy  fonnd  a  bmily,  and  hia  descendants  may  be  released  for  ever 
from  the  necessity  of  toil,  Uiroi^h  the  wealth  accnmulated  hj 
theb  ancestw.  Bat  the  descendants  of  the  antbw,  who  may 
spend  his  life  in  producing  a  work  which  may  adorn  the  litera- 
ture, asd  be  an  everiasting  posaeSBion  to  hia  country,  may  starve 
ia  the  stxeet,  while  all  the  world  may  appropriate  to  themaelves 
tiie  profita  made  by  publishing  the  works  of  their  aucestor. 

Iliese  things  shonld  not  be.  There  can  be  no  just  grounds 
pointed  out  for  the  dislanctJon :  if  an  author's  right  in  his  own 
works  ezists  at  all,  it  exiata  for  ever,  and  cannot  be  limited  to  7, 
14, 12,  or  any  finite  number  of  years  ;  and  jnst  as  the  works  of 
B  %akeepeare,  a  liilton,  or  a  Bacon,  are  a  nobler  poeseSBion  for  a 
country  to  inherit  than  the  moat  magnificent  ehip  that  ever 
floated  on  the  ocean,  so  ought  the  rights  of  snch  a  bene&ctor  to 
h^  country  to  be  pres^red  and  guarded  with  as  jealous  care,  as 
thoae  of  the  other,  in  any  State  where  the  righta  of  property  are 
held  Mcred. 

HcOullodi,  in  hia  CommcKial  Dictionary,  aignee  against 
the  expediency  of  extending  the  present  term  of  copyright,  42 
yeare,  and  while  he  doubta  that  any  advantage  would  accrue  to 
anthorg,  he  thinks  it  would  be  detrimental  to  the  public  interests, 
and  he  instances  a  man  computing  a  table  of  logarithms  to  five 
or  eeven  plaoea,  and  saya  that  if  hia  computationa  are  correct,  no 
improvement  can  be  made  upon  them,  to  the  extent  at  least 
to  which  they  go  ;  and  he  then  aska,  if  he  or  his  asMgneea  are  to 
be  entitled  in  all  time  to  prevent  other  persons  from  publishing 
simikr  tables,  as  an  iuvosioa  of  private  property.  McCulloch 
does  not  seem  to  be  happy  in  his  argumentB  on  the  question,  and 
he  IB  BtiU  more  unfortunate  in  the  instance  he  has  selected  to  illus- 
tnte  them,  because  a  t«ble  of  h^arithms  is  a  scientific  tmth,  in 
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which  no  one  can  have  cojvyright,  and  is  an  instaDce  of  the 
exception  mentioDed  ahresdy.  The  logarithm  vt  a  nnmbs  or 
of  any  other  qnandtj,  iB  a  Bcientific  troth  or  reenlt,  which  etaj 
one  is  at  liberty  to  calculate  for  himself  in  his  own  way,  and  if 
any  one  were  to  discover  a  new  method  of  calculating  logarithmi, 
he  would  undoubtedly  be  entitled  to  copyright  in  that.  But  do 
one  can  have  oopyright  in  the  actual  resolt,  any  more  than  in  wj 
other  scientific  truth.  McCnlloch  ftirther  states  that  in  hit 
opinion  more  injury  than  benefit  would  result  to  literatm^  fitm 
making  copyright  perpetual,  bnt  he  giree  no  ground  for  such  an 
opinion  ;  and  the  benefit  or  otherwise  to  literature  is  whallj 
beside  the  question,  which  is,  what  are  the  r^htt  of  anthoi. 
The  copyright  of  Clarendon's  History  of  the  Bebellion  is  the 
perpetual  properly  of  the  TTniTersity  of  Oxford,  and  there  ia  i 
proTieioD  by  statote  that  all  copyrights  bequeathed  to  the  TJni- 
versities  are  perpetual  j  and  we  may  well  aak  why  the  TJniTerBititt 
should  be  permitted  to  have  a  perpetual  copyright  rather  than 
an  Author.  The  Umvergitiefl  evidently  deem  it  an  advantage 
to  poBsefis  this  property,  and  the  question  is  not  the  advantage 
of  the  pabUc,  but  the  rights  of  property.  It  would  be  m 
nndonbted  advantage  to  the  public,  and  a  great  benefit  to  igri- 
cnlture,  if  many  of  the  gigantic  estates  in  this  country  woe 
broken  np  into  smaller  ones,  and  in  the  hands  of  more  nnmenw 
and  entoprisiug  owners,  bnt  none  but  a  few  wild  dreamers  think 
of  such  an  invasion  of  the  rights  of  private  property.  Nov,  t^ 
right  of  an  author  in  his  own  book  is  jost  as  sacred  as  his  right 
to  his  own  land,  and  he  ought  no  more  to  be  deprived  of  one 
than  the  other. 

The  feeling  of  the  law  with  respect  to  literary  property  is  veij 
mnch  that  ot  the  French  Revolutionary  TribunaL  An  elderly 
gentleman  had  been  dispossessed  of  some  old  &mlly  property  b; 
violence  during  the  revolution.  He  went  to  the  court  of  joslMe 
to  get  them  to  expel  the  introder.  He  pleaded  that  the  propertj 
had  been  in  his  fiunily  fi)r  many  generations,  "Oh  I"  said  the 
jn^e, "  that  is  the  very  reason  why  I  shaU  not  give  it  to  yoa  bu^ 
Your  &mily  has  had  it  so  long,  that  it  is  right  that  some  one  elK 
should  have  it  now  I ! "  So  it  is  with  literary  property.  The  law 
thinks  that  42  years  is  quite  loi^  enough  for  a  man's  family  to 
enjoy  the  right  of  their  own  property.  It  is  then  some  one  elK'i 
tarn  to  have  it.  In  1794,  a  notorions  Scotch  judge,  Lwd 
Braxfield,  had  no  higher  term  to  call  men  who  held  nothing  !»' 
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pergonal  property  than  "  rabble."  The  sendmenia  of  the  owners 
of  material  wealth  towards  anthora  is  Bomewhat  tiDged  with  the 
same  feeling.  The;  meet  with  little  sympathy  from  society  in 
generaL 

Lord  Uacanlay,  whoae  Tiewa  on  the  proper  duration  of  Copy- 
Hght,  were  embodied  in  the  present  Act,  argued  vehemently 
against  Copyright  as  an  odions  monopoly,  as  bad  as  those  which 
Elizabeth  was  compelled  to  abolish  by  her  Parliament' — "Why 
Bhonld  we  not  rerire  all  those  old  monopolies  which,  in  Elizabeth's 
reign,  gidled  our  &thers  so  severely  that,  maddened  by  intolerable 
wrong,  they  opposed  to  their  sovereigii  a  reeistance  before  which 
her  haughty  spirit  qnoiled  for  the  first  and  the  last  time  ?  Was  it 
the  cheapness  and  excellence  of  commodities  that  then  so  violently 
stirred  the  indignation  of  the  English  people?  I  believe,  sir,  that 
I  Duy  safely  take  it  for  granted  that  the  effect  of  monopoly 
gaierally  is  to  make  articles  scarce,  to  make  them  dear,  and  to 
make  them  bad.  And  I  may  with  eqaal  safety  challenge  my 
honorable  &iend  to  find  ont  any  distinction  between  copyright  and 
other  privileges  of  the  same  kind ;  any  reason  why  a  monopoly  of 
books  should  produce  an  effect  directly  the  reverse  of  that  which 
was  prodnoed  by  the  East  India  Company's  monopoly  of  tea,  or 
Lord  Essex's  monopolies  of  sweet  wine."  It  is  needlees  to  point  ont 
the  transparent  &llacy  of  this  argument.  To  make  the  cases 
parallel,  it  would  be  necessary  to  give  a  person  a  general  mooopoly 
of  writing  a  History  of  England,  for  example — to  give  him  a 
general  monopoly  of  a  particniar  subject.  Then,  no  donbt,  the 
consequences  described  by  Macanlay  would  follow.  We  should 
have  very  bad  histories  of  England,  and  so  on  of  every  other  case. 
But  no  one  proposes  such  an  absurdity :  only  if  a  man  bestows 
great  labour  and  time  in  composing  a  particular  History  of 
England,  or  poem,  Uiat  he  should  have  a  property  in  Qie  tmita  of 
big  own  labour.  Nothing  would  prevent  any  other  man  from 
vritii^  a  better  history  if  he  could,  and  winnii^  the  preference 
of  the  public.  Because  Thirlv&Il  has  copyright  in  bis  B.ie.totf  of 
Greece,  how  could  that  prevent  Orote  also  writing  hia  History  of 
Greece,  and  each  having  copyright  in  his  own  work  F  Uacanlay 
has,  it  is  true,  bronght  forward  other  arguments  of  a  more  practical 
DBtnre,  which  we  need  toA  set  forth  at  lei^th,  because  all  the  ia- 
conveuiencee  he  enumerates  could  very  easily  be  provided  for. 
<  SptteU*,  p.  219. 
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What  we  object  to  is  his  fimdameDta!  fallacy  in  otnnperiiig  a  oopj- 
right  in  a  particnlar  work,  the  finit  of  a  man's  labour,  to  (iie  odion 
monopolies  of  Elizabeth,  or  to  that  of  (he  East  India  Compinj. 
And  so  &Tfrom  deteriorating  the  character  of  literatnre,  we  belieK 
that  nothing  wonld  be  a  more  powerfol  inoentire  to  an  antbor  (o 
prodoce  a  work  of  lasting  Talne  than  to  feel  that  he  conld  leaTe  it 
as  a  permanent  property  to  his  family.  Besides,  aa  we  have  already 
observed,  the  Universitiea  hare  perpetual  ct^^ght  in  all  vo^ 
beqneatbed  to  them  ;  and  if  the  UnlTemtles  have  it,  why  sboold 
not  the  anthers  ? 

The  progress  of  pnblic  opinion  evidentiy  tends  in  this  diredion ; 
something  was  done  by  the  last  Act,  bnt  the  advancing  vdcerf 
refinement,  and  the  increasing  perception  of  moral  right,  will  pro- 
bably demand  more.  Why  ahonld  a  man  who  devotes  his  life  to  oire 
ont  an  estate  in  fame,  be  denied  equal  rights  with  one  who  se^  to 
a^lomerate  material  we^th  ?  Let  ns  hope  that  the  day  is  coming 
when  the  owners  of  the  ideal  ships  that  sail  down  the  aeas  of  time, 
lighted  with  the  hoarded  treasures  of  the  wisdom,  and  leamiog, 
and  worth  of  snccessive  generations,  to  illnmine  Ihe  nndastandiiig 
and  ghidden  the  hearts  of  the  latest  posterity,  may  enjoy,  and  tnis- 
mit  to  their  descendants,  the  same  rights  as  the  owners  of  the 
wooden  and  iron  ships,  which  bring  com  and  cotton,  and  whaterei 
else  ministers  to  the  material  requirements  of  mankind. 

28.  Another  form  of  properly  in  ideas  is  a  Patent,  which  is  a 
Eight  granted  by  Letters  Patent  from  the  Crown  for  the  eidnaiw 
maldng,  using,  and  selhng,  some  commodity :  restricted  in  modem 
times  by  statate  to  a  new  invention. 

Formerly,  indeed,  patents  were  granted  for  mndi  moreextenaire 
monopolies.  Some  of  our  earlier  kings,  to  eke  ont  the  aaaij 
revenues  granted  them  by  Parliament,  in  the  plenitude  of  tbeir 
prerogative,  sold  to  private  persons  the  exduMve  right  of  impcHling 
or  dealing  in  certain  commodities.  Edward  III.  granted  a  mono- 
poly to  John  Peach  of  selling  sweet  wines.  For  this  Peach  w» 
arraigned  in  Parliament,  and  after  a  great  debate  the  patoit  n* 
adjured  void,  and  cancelled  before  his  tace,  because  he  bad  exacted 
8s.  6d.  a  tun  for  wine.  He  was  committed  to  prison  until  he  bad 
made  restitution  of  all  he  had  taken,  and  fnrther  ordered  to  pay  • 
fine  of  £500  to  the  King. 

The  revenues  granted  to  Elizabeth  were  rei7  sparing.    Fn»n 
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ba  iaafcml  nod  spiritnal  ParUaments  together,  she  only  reoeired 
aboat  £65,000  a  year.  Accordingly,  to  increase  thie  income, 
•bout  the  17th  year  of  he?  reign  she  b^^  to  revive  the  old  system 
of  granting  petonts  for  trade  monopolies.  These  became  bo  ob- 
aoiioaB  and  oppressive  that  strong  remonstranoee  were  made  in 
the  Pariiament  of  1597.  These,  however,  prodnced  very  little 
e^ot ;  and  became  more  nnmeronB  and  oppressiTe  than  ever.  At 
bst,  in  tiie  Parliament  of  1601,  a  stem  and  fierce  ooalaogbt  on 
these  monopolies  was  organized.  A  list  of  tiiem,  avowedly  im- 
perfect,  was  read  in  the  Uonse,  and  they  included  salt,  corranta, 
iron,  powder,  cards,  calfiiMns,  felts,  poledavies  {a  kind  of  canvas), 
oz  shinbones,  hairH3il,  lists  of  cloth,  potash,  aniseed,  vinegar,  sea 
ooai,  steel,  aqna  vitm,  brufihes,  pots,  bottles,  saltpetre,  lead,  Latin 
gramioare,  oil,  calamine  stone,  oil  of  blubber,  glaases,  dice,  paper, 
starch,  tin,  sulphnr,  new  drapery,  dried  pilchards,  the  exportation 
of  iron,  bom,  beer,  and  leather,  the  importation  of  Spanish  wool 
and  Irish  linen.  A  member  aaked  if  bread  was  not  among  the 
nomber.  Some  membeia  boldly  called  the  monopolists  "  blood- 
snckers  of  the  Commonwealth."  The  price  of  salt  had  been  raised 
from  16d.  to  14s.  the  bosheL  One  member  said  that  the  mono- 
polies of  salt  cost  the  towns  of  Lyme,  Boston,  and  Hull,  £S,000  a 
year.  Baoon,  Fleming,  and  Cecil,  vapoored  about  the  prerogative 
of  the  Crown,  which  was  something  so  divine,  that  it  was  neither 
to  be  examined,  canvassed,  nor  disputed,  fint  the  House  was  not 
to  be  terrified  with  these  threats.  Cecil  acknowledged  that  in  all 
his  parliamentary  experience  he  had  never  seen  such  a  conmiotion 
in  the  Honse.  The  Queen,  however,  seeing  that  matters  were  be- 
coming serious,  with  that  true  discernment  and  tact  which  were 
Gitally  deficient  in  the  next  race  of  sovereigns,  thanked  the  Honse 
ftff  its  care  of  the  pablic  weal,  and  expressed  the  warmest  indigna* 
ticin  at  the  abuses  of  her  grants  which  had  been  brought  to  her 
fauiwledge,  and  promised  that  some  should  be  immediately  re- 
pealed, some  suspended,  and  xume  should  take  effect  nntil  they  bad 
been  exanuned  in  a  Court  of  Law.  Cecil  very  soon  changed  his 
lone,  and  said  he  would  have  all  men  know  that  it  is  do  jesting 
vith  a  Court  of  Parliament.  The  House  was  delighted  ;  a  mem- 
ber Bud  tbat  the  Queen's  message  was  a  gospel,  for  if  ever  the  glad 
tidings  came  to  the  heart  of  a  natitm,  they  came  now.  And  the 
matter  ended  in  matnal  coDgratolations  between  the  Queen  and 
the  House. 
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Bnt  the  snake  wu  Bootched,  not  MllecL  Ko  sooner  was  ttie 
great  Qaeen  laid  in  her  grave,  and  tbe  sceptre  of  the  PlaotagenetB 
and  the  Tndors  passed  awaj  to  a  driTeUing  boffixin,  Uian  the 
abase  of  monopolies  flourished  again  in  more  rank  Inxnrianoe  than 
eyer.  At  lengUi,  after  Beveral  remonatranceB  of  Parliament  had 
proved  inefi^nal,  the  Statute  of  Monopolies  was  passed,  21 
James  I.,  c.  S,  that  all  numopolies  of  trade  are  contraiy  to  the 
fondamental  laws  of  the  realm  :  and  they  were  forbidden  in  fotnre, 
except  only  that  the  Grown  was  empowered  to  grant  letters  patent 
for  a  period  not  exceeding  twenty-one  fears  to  the  first  aad  tme 
inventots  of  anj  new  mana&ctnres  within  the  reahn,  which  were 
not  used  bj  any  one  else  at  the  time  of  granting  the  lettera 
patent.  And  this  principle  still  remains  good,  with  some  modifi- 
cations. 

This  kind  of  Bight,  tfaon^  nanally  classed  along  with  (k^J- 
right,  is  surronnded  with  &r  greater  difficulties;  and  its  expediency 
is  a  more  disputable  point  than  that  of  Copyright. 

It  might  be  said  that  as  each  is  the  firuit  of  a  man's  own  labour, 
he  should  be  entitled  to  eqnal  property  in  them.  This  a^- 
ment,  though  somewhat  specious,  does  not  hold.  No  two  persDiis 
working  on  the  same  literary  work  independently  ever  prodnoe  Uw 
same  ideas.  It  would  be  a  very  remarkable  circumstance  that  tvo 
independent  persons  should  ever  hit  on  exactly  the  same  line  of 
poetry,  or  constract  a  single  sentence  of  moderate  lengtJi  eiacUy 
the  same,  word  for  word.  It  would  be  absolutely  incredible  ihat 
two  persons  writing  independently  should  ever  compose  ten  conse- 
cutive linesof  poetry,  or  write  half  a  page  of  prose,  word  for  vord 
ttie  same.  Even,  therefore,  if  they  chose  the  same  subject  liv  > 
poem,  a  drama,  a  history,  the  work  of  each  would  be  abeolntely 
independent.  But  when  many  persons'  minds  are  bent  on  Science, 
or  Invention,  the  case  is  different :  difl%reut  persons  thinking  in- 
dependently constantly  bit  upon  the  same  ideas.  It  has  often  been 
remarked  that  if  tJie  greatest  names  in  Science  had  never  lived, 
some  one  else  would  have  hit  upon  their  discoveries. 

No  man,  as  we  have  before  observed,  can  have  a  patent  for  s 
principle,  or  a  copyright  in  a  great  scientific  discovery.  No  one 
else  may  reprint  such  a  work  verbatim.  But  as  soon  as  a  great 
sdentifif  discovery  is  made,  every  one  may  express  it  in  his  ovn 
way  in  a  different  form. 

A  literary  work  is  more  a  man's  individual  property  than  a  vtfA. 
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of  acienoe.  If  ^akeepeare  had  not  lired,  there  is  no  reason  to 
sapptxa  that  we  Bhould  ever  have  had  Macbeth,  BamUt,  or  Othello. 
Bat  if  NewtOD  had  not  lived,  there  is  ereiy  reason  to  enppoee  that 
bf  this  time  we  shonld  have  had  the  Tbecoy  of  Gravity.  In 
science  ooe  man's  discoveries  are  based  apon  the  labonrs  of  his 
predeceseots  ;  and  in  turn  are  the  basis  of  the  labonrs  of  his  snc- 
cesBon.  He  therefore  adopts  and  nses  the  aanmon  property  of 
DunldDd,  uid  in  return  his  discoveries  become  common  property: 
and  then  there  is  constant  progress.  Bat  it  is  not  so  in  literatoTe: 
there  is  no  snch  constant  progress. 

It  is  with  inventions  as  with  sdeoce.  In  this  inventive  age, 
vhen  BO  many  men's  minds  are  turned  towards  the  same  snbjecte, 
^f  constantly  hit  npon  the  same  invention.  Inventions  grow 
out  of  one  another ;  and  in  the  oonstmctjon  of  some  complicated 
machine,  an  inventor  walks  among  traps  and  pitfalls  at  every  step, 
■ad  must  carefully  beware  lest  some  one  else  has  not  already  hit 
upon  the  same  idea,  and  got  a  patent  for  it.  The  practical  evils 
of  this  are  so  great,  that  many  able  persons,  including  many  dis- 
(iognisbed  inventors,  have  strennonsly  argned  in  favonr  of  the 
total  abolition  of  patents.  This,  however,  opens  a  very  wide  qnes- 
tioD,  which  this  is  not  the  pkce  to  diacnss.  We  have  here  only  to 
explain  the  nature  of  Patents  as  Incorporeal  Property,  not  to  argue 
sbont  their  expediency. 

39.  Another  species  of  Incorporeal  Property  is  the  Goodwill 
of  a  budness.  When  a  person  has  established  s  reputation  in 
any  ocanmercial  way  the  expectation  of  future  profits  is  a  valuable 
property  which  he  may  sell  when  he  retiree  from  business.  This 
is  a  species  of  property  quite  separate  from  the  hoose  or  shop,  or 
the  goods  actually  in  the  shop  :  and  is  a  matter  of  sale  to  his 
•accessor.  This  properly  is  folly  recognised  by  Courts  of  Law  as 
part  of  the  tmH»  of  aocmuul&ted  indnstry,  just  as  mnch  as  any 
material  product.  But  as  it  is  always  fixed  to  a  particular  place 
it  may  be  called  Incorporeal  Real  Properly. 

The  Goodwill  of  a  bnsmess  is  usnally  reckoned,  we  believe,  at 
aboat  two  years'  profits :  it  is  evident  that  this  is  a  species  of  pro- 
petty  of  immense  magnitude ;  and  yet  no  Economist  in  Utis 
coontiy  seems  aware  of  its  existence, 

30.  Bnt  not  only  may  a  dealer  in  material  products  create  a 
txttineaB  t^  his  indnBtry  and  labour,  which  may  be  sold,  bnt 
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dealers  in  inunateriai  prodncts,  sodi  as  medical  men,  aciicitoT^ 
&c.,  may  do  the  same,  and  it  is  capaUe  of  being  sold,  and  is  aho 
Incorporeal  Fropert;.  This  is  nsnall;  called  a  Pbaotics,  in 
French  a  clieriUUe.  If  a  f  onng  doctor  or  solicitor  wiahee  to  atot 
in  bnsineas,  it  is  veiy  nsnal  for  him  to  bny  a  practice,  and,  of 
coarse,  such  a  pordutBe  is  an  investment  of  Capital. 

31,  Other  kinds  of  Incorporeal  Property  are  Tom  ind 
Fbbbibs,  which  are  Uie  Rights  of  receiving  Uie  payments  made 
for  using  brii^es,  roads,  and  ferries.  These  are  so  well  kuoini 
that  we  need  not  dwell  upon  them. 

We  may  mention  as  a  last  species  of  Incorporeal  PropeT^,  not 
below  the  dignity  of  Econconics,  a  street  crossing.  Tb«ae  are 
made  the  snbject  of  regular  property  by  the  poorer  classes,  jnt 
as  mud)  as  landed  estates,  and  they  are  bequeathed  fiota  one  to 
the  other,  and  are  made  the  subject  of  marriage  portions.  There 
cannot  be  a  plainer  example  of  the  emptio  spei  than  Uiese  stmt 
crossings,  as  no  one  is  ctHnpelled  to  pay  toll  for  them:  their 
receipts  depend  purely  upon  the  charitable  feelings  d  the 
passengeiB:  and  yet  they  are  capital  to  their  oociqiiers. 
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THE  THEOKT  OF  THE  EXCHANGES. 

On  Milt's  doetriru  of  Iniarmdianal  Trada  and  International 
Vaiuee. 

1.  We  have  now  come  ia  the  natural  order  of  the  eabject  to 
Uie  exposition  of  the  Eichanges,  bnt,  as  nsnal,  we  are  impeded 
in  our  course  by  tJie  nnphilosophical  doctrines  of  Mill,  to  which 
we  mitst  give  some  attention.  Nor  will  they  detaia  as  long, 
Ibr  a  Tcry  few  general  considerations  will  suffice  to  brush  them 
mnj. 

Mm  says^ — "Does  the  law  that  permanent  ralne  U  propor- 
tioned to  cost  of  production,  hold  good  between  commodities 
produced  in  distant  places,  as  it  does  between  those  prodnoed  in 
a^acml  places  7 

"  We  shaU  find  that  it  does  not." 

Again ^ — "The  value  of  commoditieB  produced  at  the  same 
place,  or  in  places  sufficiently  adjacent  tar  capital  to  move  freely 
between  them — ^let  ns  say  for  simplicity,  if  commodities  prodnc»l 
in  tha  same  country — depend  (temporary  finctnations  apart)  upon 
their  cost  of  production.  But  the  ralne  of  a  commodity  brought 
&om  a  distant  place,  especial^  from  a  fi>reign  oonntry,  does  not 
depend  oa  its  cost  of  production  in  the  place  frcHo  whence  it 
comes ;  on  what  then  does  it  depend?  The  value  of  a  thing  in 
any  place  depends  on  the  cost  of  ii»  aeguisition  in  that  place,  which, 
in  the  case  of  an  imported  article,  means  the  cost  of  prodnction 
of  the  thing  which  is  expected  to  pay  for  it 

"  If,  then,  England  imports  wine  from  Spiun,  giving  for  eveij 
inpe  of  wine  a  bale  <tf  cloth,  the  exchange  value  of  a  pipe  of  wine 
in  England  will  not  depend  upon  what  tiie  prodnction  of  the  wine 
may  have  cost  in  Spain,  but  upon  what  the  prodnction  of  the  cloth 
has  coat  in  England.  Though  the  wine  may  have  cost  in  Spain 
the  equivalent  of  only  ten  days'  labour,  yet,  if  the  cloth  costs  in 
England  twenty  days'  labour,  the  wine,  when  brought  to  England, 
wiU  eidutnge  for  the  produce  of  twenty  days'  English  labour,  j>to 
■  ftJMjpIw  </FUiti»»i  JboKomt,  B.  III.,  A.  IT.        *  iKf.,  ck.  IB. 
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the  ooet  of  carriage,  indndiiig  the  ufioal  profit  on  the  iiiipcffta''B 
ci^tal  dnring  the  time  it  is  locked  np,  and  wiOiheld  &om  oHiei 
employment. 

"The  Talne,  then,  in  any  country,  of  a  foreign  commoditj, 
depends  on  the  quattUty  of  fume  produce  which  muat  be  giren  to 
the  foreign  oonntiy  in  exchange  for  it.  In  otiier  words,  the  tbIos 
of  foreign  commodities  depend  on  the  terms  of  intemationd 
exchange.  What  then  do  these  depend  npon  ?  What  is  it  wtiidi 
in  the  case  snpposed,  caoses  a  pipe  of  wine  from  Spain  to  be 
exchanged  with  England  for  exaictly  that  qnantity  of  doth?  We 
have  Been  that  it  is  not  their  ooet  of  production.  If  the  doth  and 
the  wine  were  both  made  in  Spain,  ^ey  would  exchange  at  their 
cost  of  prodnction  in  Spain;  if  they  were  both  made  in  England, 
they  wonld  exchange  at  their  cost  of  prodnctjon  in  England;  Imt 
aU  the  doth  being  made  in  Engluid,  and  all  the  wine  in  Spun, 
they  are  in  drcnmstanGefl  to  which  we  have  already  detendoed 
that  the  law  of  cost  of  production  is  not  applicable.  We  mnrt 
accordingly,  ae  we  have  done  before  in  a  sinJlar  embarraesmeDt, 
fall  back  npon  an  antecedent  law,  that  of  supply  and  demand,  sod 
in  this  we  shall  again  find  the  Boludon  of  our-difficulfy." 

These  extracts  are  snfident  to  give  an  idea  of  Mill's  fimdi- 
mental  doctrines  on  the  subject. 

Now  to  examine  their  appUcation,  we  must  sepan^  tiax 
doctrines,  because  distant  places  need  not  be  foreign  places,  and 
foreign  places  need  not  be  distant  places. 

London  and  Melbourne  are  distant  places,  but  tiiey  are  oot 
foreign  places.  Lille  and  Ghent  are  foreign  places,  b»t  they  aie 
not  distant  places. 

Now  Mill  acknowledges  that  Eoonomics  is  to  be  treated  ia  tbe 
same  manner  as  a  physical  science;  he  himself  says  that  tbe 
backward  state  of  this  science,  among  the  other  moral  sdeuoeB, 
can  only  be  remedied  by  adapting  the  methods  of  generaliutikai 
followed  in  physical  sdenoe  to  it.  He  himself  (^peals  to  pbyocd 
sdence,  and  to  physical  sdence  he  shall  go. 

Mill  affirms  that  the  law  which  governs  the  value  of  commoditia 
exchanged  between  near  places  is  fnodamentally  different  from  the 
law  which  governs  the  valne  of  commodities  exchanged  between 
distant  places.  That  if  commodities  be  exchanged  between  London 
and  Soathwark,  their  values  are  governed  by  cost  of  prodactJMii 
if  between  London  and  Melboome,  by  Supply  and  Dmaud. 
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Now,  if  this  be  the  case,  at  what  precise  point  between 
Sonthwark  and  Melbourne  does  this  diff^nce  b^^n?  At  what 
exact  spot  does  the  Law  of  Yalae  change  from  Cost  of  Prodnctdon 
into  Snpply  and  Demand?  Is  it  in  the  chops  of  the  Channel T 
Is  it  at  the  Equator?    Is  it  at  the  Cape  of  Qood  Hope  ? 

Socb  a  doctrine  as  this  is  a  most  glaring  Tiolatiou  of  the  Law  of 
Cmtimatt/,  one  of  the  fhndamental  prindples  of  Katoral  Fhi- 
kaophy,  and  1b  exactly  analc^ons  to  the  Aristotelian  doctrine  of 
motion.  "  The  Aiistotehans  >  made  a  distinction  between  motions 
accoiding  to  nature  (as  that  of  a  body  falling  vertically  downvrard) 
and  motions  contrary  to'oatare  (as  that  of  a  body  moring  along  a 
horizontal  plane),  the  former  they  held  became  naturally  quicker 
ud  qnicker,  the  latter  naturally  slower  and  slower.  But  to  this  it 
might  be  replied  that  a  horizontal  line  may  pass,  by  gradual 
motion,  throogh  various  incUned  positions,  to  a  vertical  position, 
and  thus  the  retarded  motion  may  pass  into  the  accelerated,  and 
hence  Qiere  must  be  some  inclined  plane  on  which  the  motion 
downwards  is  naturally  uniform ;  which  is  false,  and  therefore  the 
distinction  of  such  kinds  of  motion  is  nnfoonded." 

Now  it  is  quite  clear  that  Mill's  doctrine  of  Valne  between  near 
places  and  distant  places  is  esactly  aaalogous  to  this  Aristotelian 
dDCtrine  of  motion.  Because  if  it  be  true,  there  must  be  some 
precise  spot  in  the  ocean,  one  inch  on  the  Sonthwark  side  of  which 
VaJoe  depends  upon  Cost  of  Production,  and  one  inch  on  the 
Melbourne  side  of  it.  Value  depends  upon  Supply  and  Demand. 
And  at  the  precise  spot  in  question  on  what  does  Value  depend? 

The  vety  statement  of  such  a  doctrine  is  its  own  refutation ; 
aod  it  is  discreditable  to  this  age  and  this  country  that  a  book 
settiog  forth  such  doctrines  shonld  be  tolerated  for  an  instant. 

Newtou  used  the  Law  of  Continuity  to  suggest,  but  not  to 
prove,  the  doctrine  of  nnivereal  gravitation.  Let,  he  said,  a 
terrestrial  body  be  curled  as  bi|^  as  the  moon,  will  it  not  still  fall 
to  l^e  earth?    And  dees  not  the  moon  fall  by  the  same  force.^ 

Now  we  reveree  the  process  of  Newton.  Mill  admits  that  the 
lav  of  Supply  and  Demand  governs  the  valne  of  things  which 
«mo  from  djstant  places.  Now  let  us  duninlBh  the  distance 
Etadnally  by  insensible  degrees,  until  the  places  become  near,  and 
how  can  the  law  of  Supply  and  Demand  change  into  any  other? 
'   WhemtU.    3WuM  Org.  Btnoe.,  p.  331. 

'  fVluirai.    Aim.  Org.  Sen.,  p.  231.    Iftwitm  Ainctpto,  S.  III.,fr<jp.  ( 
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Thtts  Mill  ia  jtutg«d  Bod  ocHidemned  bj  (he  very  Urn  to  wluchhe     ' 
appeaia. 

2.  Again,  sajB  Mill,  the  same  chuige  takes  plaoe  in  exdunga 
between  foreign  conntriea.  But  this,  if  possible,  is  s  atill  mm 
glaring  abenrdity ;  because  if  the  two  conntries  coalesce  and  becune 
one,  one  law  of  Valne  nmat  inunediatel;  change  into  the  othn. 
England  and  Bootland  were  once  foreign  countries  to  each  othei, 
therefore  the  Talaes  of  commoditiefl  exchanged  between  them 
depended  npon  the  Law  of  Supply  and  Demasd.  But  in  piocen 
of  time  England  and  Scotland  became  one  coimtiy,  and  then  tiu 
Law  of  Valne  between  them,  at  tihat  very  instant,  changed  into 
Goat  of  Prodnction.  Italy  was  nntJl  very  recently  divided  into 
separate  states.  According  to  Mill,  Valoe  then  depended  npoi 
Supply  and  Demand,  but  the  various  petty  states  of  Italy  coEdesced, 
and  became  one  state.  According  to  Mill,  the  Law  of  Valoe  ti 
the  same  instant  underwent  a  fimdamental  change,  and  became 
that  of  Cost  of  Production.  Thus  the  onificatimi  of  Italy  earned 
a  fundamental  change  of  the  Law  of  Value.  It  would  be  jmt  » 
rational  to  say  that  the  unification  of  Italy  cansed  a  fundamesUl 
change  in  the  Law  of  Gravitation  i  ot  in  the  principleB  of 
ABtroDomy;  or  in  the  laws  of  Optics. 

S.  Now  let  ns  apply  Mill's  doctrine  to  another  case,  to  m 
exchange  between  Lille  and  Ghent,  for  example.  What  is  the 
Law  of  Value  between  such  places?  They  are  near  places: 
therefore,  according  to  Mill,  Value  depends  npon  Cost  of  Pro- 
duction; but  they  are  also  foreign  places;  therefore,  according  to 
the  same  Mill,  Value  depends  upon  Snpply  and  Demand.  Now, 
in  euch  a  case,  what  is  the  bewildered  stndenj;  to  believe  7  Bat  if 
France  were  to  absorb  Belginm,  the  Law  of  Value  woald  instantlj 
change  &om  Supply  and  Demand  to  Cost  of  Prodoction! 

i.  Mill's  doctrine  that  because  the  Law  of  Cost  of  ProdudioD 
foils  in  exchanges  between  distant  places,  we  most  resort  to  the 
Law  of  Snpply  and  Demand,  is  as  gross  an  absurdity  as  if  a  penm 
were  to  write  a  uook  on  Optics,  and  to  say  in  a  certain  c^  of 
phenomena — here  the  EmlsBion  theory  of  Light  fiuls  us,  and 
therefore  we  mnst  resort  to  the  Undulatory  theory.  The  Laws  of 
Physcal  Science  shew  as  that  there  can  be  only  one  general  thvaj 
of  Lights  and  only  ooe  general  theory  of  Value. 
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5.  The  frndamental  fitllac?  of  the  whole  Bicatdo-HiU  ^Btem 
of  Ecooomicfl  is  clearly  seen  in  these  extracta,  for  Mill  saTH  tbub 
the  valne  of  a  pipe  of  wine  in  England  will  depend  on  the  cost  of 
{vodoction  of  the  cloth  which  pordiaees  it,  that  the  value  of  a 
foreign  conuBoditf  in  any  conntiy  depends  on  the  guantiii/  of 
fcwM  produce  which  mnet  he  given  in  exchange  for  it.  The 
Macj  of  this  docbine  is  manifest.  UiU  says,  for  example, 
that  if  £100  worth  of  cloth  is  exported  to  Bordeaux,  and  pnrchases 
wine  which  sells  in  England  for  £600,  that  the  v^oe  of  Uie  wine 
in  England  is  £100  1    Can  anything  be  more  absurd? 

To  revert  to  our  previous  example  of  the  sailor  and  the  Fijian 
in  a  fonner  chapter.  The  English  sailor  takes  out  an  axe  which 
cost  2s.  6d.  in  England,  and  pnrchaaea  a  pair  of  shells,  which  sell 
Iot  ten  guineas  in  England;  Mill  nuuntains  that  the  value  of  the 
shells  in  England  is  28.  6d. ! 

This  is  precisely  as  absnrd  as  to  say  that  if  a  man  spends  £l  in 
producing  an  article  whidi  he  can  sell  for  £5,  the  value  of  the 
article  is  £1 ! 

This  is  exactly  the  taOaxsj  of  the  Bicaidian  system  of  Eoonomics. 
The  very  first  day  Bentham  read  Ricardo's  work,  he  wrote  back  to 
hun  to  say  that  it  was  all  founded  on  the  &llacy  of  confounding 
(htl  with  Vakie ;  tiie  Talae  of  a  thing  is  not  what  it  has  cott,  but 
what  it  will  ull/or. 

Now  &e  contse  of  trade  in  such  a  case  would  be  this.  The 
Eoghsh  merchant  would  first  consider  the  price  of  Bordeaux  wine 
in  the  English  market,  and  its  price  in  the  Bordeaux  market,  both 
of  which  depend  npon  die  Demand  and  Supply  in  the  respective 
maiiets.  He  would  then  consider  what  English  articles  were 
BQttable  for  the  Bordeaux  market,  and  their  prices  in  each  market, 
vhich  also  equally  depend  npon  Supply  and  Demand.  He  would 
ttien  select  that  article  which  was  cheapest  in  the  English  market, 
utd  highest  in  Uie  Bordeaux  market.  He  would  export  that  to 
fiordeanx,  and  bay  wine  with  Uie  proceeds;  and  when  the  wine 
was  brought  to  England,  his  profit  would  be  the  difference 
between  the  cost  of  tbe  English  article,  its  freight,  &&,  to 
Bordeaux,  and  the  freight,  &c,  of  the  wine  to  England,  and  the 
■dliog  price  of  the  wine  in  England.  And,  of  course,  he  nev^ 
voQld  ihinb  of  estimating  the  value  of  the  wine  by  what  be 
p-n  for  it,  but  by  the  price  be  could  get  for  it.  And  all  the 
VHrious  prices  of  tiie  articles  in  these  bunsactioos  are  govraned 
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by  UiQ  Law  of  Sapply  and  Demand  in  each  caae  and  at  iD 
times. 

Having  tboa  shewn  the  nnphiloaophical  nabire  of  the  ban  of 
Milt's  theory  of  International  Yalnes,  and  lotemataonal  Trade, 
we  need  not  examine  them  any  more,  nor  his  aU^ed  Eqaation  of 
International  Demand  :  the  very  slightest  consideration  will  shew 
tiiQ  abenrdity  of  the  whole  doctrine.  Snch  things  cannot  be 
fondamentol  laws  of  Economics,  because  it  is  a  mere  acddent  Hut 
ooontries  are  foreign  to  each  other.  When  conntriee  coalesce  and 
become  one,  what  becomes  of  International  Yalnes,  and  Into^ 
national  Trade,  and  the  Equation  of  International  Demud? 
They  simply  collapse,  and  vai^sh  into  nothing.  Snppoee  that  the 
idea  of  the  United  States  of  Enrope  were  realised  ;  or  Boppote 
that  the  theory  of  the  old  Roman  Empire  were  realised  that  then 
could  be  bnt  one  Emperor  on  earth,  to  whtmi  all  the  natiani 
of  the  earth  were  snbject,  what  wonid  become  of  tjie  all^ 
Equation  of  Intematioiml  Demand?  It  would  vanish  into  air! 
and  with  it  the  Eicardo-Mill  system  of  Economics. 

It  has  long  ago  been  observed  that  for  the  poipose  of  tnde 
the  whole  earth  is  one  nation  :  and  the  Laws  of  Yalae  most  be 
the  same  in  all  places,  in  all  times,  and  between  all  places,  disUnt 
or  near,  foreign  m  home.  Having  sw^t  away  these  abenrditiei, 
we  now  proceed  to  explain  the  mecdianism  of  tlie  Exchanges. 

On  the  Theoey  of  the  Exchahgkb. 

1,  We  have  sud  that  when  an  interchange  of  like  things  takes 
place,  such  as  commodities  for  commodities,  or  current^  for 
currency,  it  is  called  an  exchange.  The  "  Exchanges  "  is  tint 
branch  of  Economics  which  treats  of  the  exchange  of  the  monej 
of  one  conntiy  for  the  money  of  another,  and  of  the  remieiai 
of  debts  from  one  place  to  another  by  pq>er  docnments.  l^ej 
are  merely  an  exempUfication  of  the  doctrines  of  Coinage  and 
Credit,  which  have  been  so  fully  explained  in  the  preceding 
chf^ters. 

2.  Next  to  a  universal  language,  it  would  be  the  greatest  om- 
mercial  blessing  to  all  n&ti<»is,  if  they  conld  agree  to  use  ooe 
nniform  measnre  of  r^oe,  and  the  same  weights  and  cmns.  Vo 
email  part,  nay,  we  might  almost  say  the  chi^  par^  of  tlM 
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intricBCf  and  sobtietf  of  the  subject  of  ezohanges,  arises  troca 
dit^nt  uataoDS  asing  different  metals  as  the  l^al  measiiTe  of 
TiJne,  and  ooina  of  all  different  denominationB  and  valnes.  If  all 
oationB  could  be  brought  to  a  nnifbnnitf  on  these  snbjeets,  there 
would  be  no  more  difficulty  in  nnderstanding  tiie  Theory  of  the 
tiichangcs  betveen  them  than  of  those  between  England  and 
Scotland.  The  artificial  intricacy  oi  the  subject  of  exchanges 
gives  rise  to  the  employment  of  a  considerable  amoimt  of  labour, 
which  is  onprofitable  to  the  commonity'  at  lai^e,  exactly  in  the 
same  vaj  as  a  snperflooDs  amoont  of  technicaltty  in  a  syBtem  of 
law  giTes  rise  to  a  laige  amonnt  of  mmecessary  law  bosiness. 
Ereiy  one  who  has  travelled  abroad  knows  how  detrimental  the 
different  exchangee  are  to  his  pBrae,  as  he  pasaes  through  the 
diffirent  States.  If  any  one  were  to  take  a  quantity  of  money 
with  him  abroad,  and  pass  through  several  different  States,  like 
tltose  in  Qermany,  it  would  soon  dwindle  away  to  almost  nothing 
bj  the  repeated  operations  of  exchanging  it  for  the  current  money 
of  the  country  he  happened  to  be  in  at  the  moment.  The  profits 
of  the  money-changers,  as  they  do  not  arise  ont  of  natural  opera- 
tioiu,  but  out  of  the  artificial  diatinctiDUB  in  the  different  coinages, 
sre  wholly  UBprofitable  to  the  communily  at  large  ;  becanae,  in 
tluB  case  it  is  true,  what  many  pet^le  think  of  real  commeroe, 
that  the  gdna  of  one  party  are  wholly  made  up  of  the  loaaes  f^ 
a  ntnnber  of  others ;  whereas,  the  test  of  genuine  commerce  ii^ 
that  both  parties  gain  by  the  very  nature  of  the  tranaactioiL  lb 
a  clear,  Qiat  the  g^ns  of  the  money-dumgers  are  no  nKoe  addi- 
tions to  the  wealth  of  the  community,  than  the  practice  of 
sweating  sovereigns  in  a  bag,  where  the  aj^iarent  profit  is  made 
up  of  the  losses  on  each  coin. 

Banking  first  grew  out  of  the  operations  of  the  money- 
dungeiB,  and  was  first  practised  by  them,  but  yet  banking  and 
tusKy-cbanging  are  wholly  dififerent  in  their  nature.  The  latter 
pndoces  no  benefit  to  society,  the  necessity  for  it  only  arises  ont 
of  the  artificial  and  unnecessary  defects  of  the  commercial 
Initiations  of  natiouB.  If  these  were  put  oa  a  better  fix>ting, 
the  whole  trade  of  mon^-dianging  wonld  be  swept  away  at  a 
breath.  As  the  want  of  proper  sanitary  arrangements  often 
taceds  the  diseases  which  cause  the  uecessity  for  medical  men, 
80  it  is  the  imperfection  of  the  monetary  system  of  the  world 
that  produces  the  uecessity  for  money-changers.     Banking  on 
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the  ooatnij,  is  wholly  different  in.  its  natare ;  it  is  genmne 
oommerce,  and,  like  all  genuine  commerce,  it  promotee  the  inter- 
eeta  of  botii  parties,  it  bleesee  )iiin  that  lends  and  bim  that 
borrowB,  and  augmente  the  pro^>erity  and  wealth  of  the  com-  , 
mnnity  at  huge.  The  correction  of  the  imperfect  i^atem  whicli  . 
gives  rise  to  the  neceasity  of  monef-changera  would  be  an 
unmitigated  bleedng  to  every  nation  in  the  world ;  the  aboliluHi 
of  banking  would  he  the  diieet  blow  commerce  could  receive. 

We  have  obeerved  that,  in  former  times,  when  there   wu 
comparatively  little  oommeroe  between  different  coontriee,  the 
coinage  might  drcnlate  for  a  considerable  time  in  a  country    : 
without  very  much  losing  its  value,  after  it  had  become  con* 
ndeiably  d^reciated  from  loss  of  weight. 

When  these  coins,  however,  are  carried  to  a  foreign  countiy,  : 
they  are  of  no  value  beyond  their  intrinsic  weight  ^aa  buQion.  i 
Though  the  nativee  of  the  country  it  belonged  to,  from  bug  ; 
habit  and  association  of  ideas,  see  in  it  a  certain  denominatjon, 
and  may  receive  it  at  its  nominal  value  loi^  after  it  has  lost  its 
legal  weight,  a  foreigner  sees  in  it  nothing  but  so  much  bnllioo. 
When  a  penon  takes  the  coin  of  one  coontiy  to  another,  and 
purchases  the  coin  of  that  country  with  it,  be  is  said  to  excha>ig» 
it.  Now,  suppose  that  the  coinage  of  two  countries  is  of  tiie 
same  metal,  and  that  both  of  the  coinages  be  of  their  ftdl  1^ 
weight  and  fineness ;  then  if  either  of  them  be  taken  as  a 
standard,  which  may  be  called  A,  then  the  number  of  units,  or 
parts  of  a  unit,  of  the  coinage  of  the  odier,  which  may  be  caUed 
B,  which  contains  precisely  the  same  quantity  of  pure  metal,  is 
called  the  pab  or  szchaitqs  between  the  country  A  and  tbe 
country  B.  Thns,  if  the  legal  standard  of  France  and  En^and 
were  gold,  and  the  pound  be  taken  as  the  standard  unit  of 
England,  the  number  of  the  standard  unite  of  the  French  coinage 
which  conttuned  precisely  as  much  pure  gold  as  tbe  English 
pound,  would  be  the  par  of  exchange  between  England  and 
France.  The  Frendi  standard  is  a  franc,  which  is  a  silver  coin. 
The  gold  Napoleon  is  also  legal  tender,  which  is  twenty  francs. 
Now,  there  is  as  nearly  as  possible  one-fourth  more  pure  gold  in 
a  sovereign  thaninaN^nleon;  therefore,as  the  par  of  exchange  Ib 
the  ratio  between  Uiese  two  coins,  we  might  say  that  1-25  is  the 
par  of  exchange  between  England  and  France.  But,  as  it  is 
invariably  expressed  in  francs,  1*25  N^leons  is  equivalent  (o 


tzsd  by  Google 


I  S.]  FORBIQN  EXCOANGB.  289. 

25  ^ncs,  and  hence  we  may,  for  the  sake  of  argntnent,  call  35* 
the  par  of  exchange.  Hence,  if  an  English  sovereign  won]d 
exchange  for  2&  francs  in  Paris,  we  ahonld  sa^  that  the  exchange 
was  at  par. 

Thongb  a  worn  and  depredated  coinage  might  paee  for  ite  tnU 
nominal  ralne  in  its  own  country,  in  a  foreign  country  it  will 
eridentlj  only  exchange  for  its  actnal  weight  in  bnllion :  hence, 
if  the  English  ooin^e  of  sovereignB  became  worn  and  clipped, 
or  much  diminished  in  weight,  they  would  not  exchange  for  so 
many  francs  as  they  wonld  do  if  they  were  of  fhll  weight ;  hence, 
an  English  sovereign,  if  taken  to  Paris  whilst  the  French  coinage 
maintained  its  Aill  weight,  in  gach  a  depreciated  state,  might 
only  exchange  for  23  or  20  francs,  and  this  would  be  called  a 
/aU  m  Ote  foreign  exehangeg;  or  if  an  English  merchant  were 
bonnd  to  pay  his  creditor  in  Paris  2,500  francs,  he  wonld  have 
to  give  more  than  £100  English  to  pnrchase  them,  and  the  ex- 
change would  be  said  to  be  so  much  per  cent,  against  England,  by 
the  amount  of  that  difference. 

It  is  evident  that  this  adverse  stat«  of  the  exchange  wonld 
continne  bo  long  as  the  English  coinage  remained  depredated  j 
bat  that  if  it  were  restored  to  its  legal  standard,  that  restoration 
would  be  itself  snSicient  to  restore  the  exchange  to  its  nsnal 
nte.  Hence,  we  see  that  if  any  foreign  country  maintains  it« 
coiDage  of  fall  weight  and  purity,  that  a  d^eciatum  of  the 
eeiaage  of  England  necessarily  produces  an  apparently  adverse 
ilaie  of  the  exchanges,  and  that  a  reform  of  the  English  coinage 
is  tuffldent  by  itself  to  restore  them  to  their  proper  slate. 

It  is  also  evident  that  a  depreciation  of  the  coinage,  by  a 
debasement  of  its  pnnty,  will  produce  exactly  the  same  efi^icte. 
It  is  also  clear,  Uiat  if  the  coinage  of  both  countries  were  equally 
d^^ed,  the  rate  of  exchange  wonld  not  be  altered  between 
t^em ;  and  that  the  rate  wonld  vary  just  in  proportion  as  one 
vai  more  or  less  degraded  than  the  other. 

Now,  as  when  the  coinage  of  a  country  has  become  depreciated 
either  from  wear  and  tear,  or  a  debasement  of  the  standard,  the 
oonteqnence  is  said  sometimes  to  be  a  fall  in  the  foreign  ex- 
changes, and  sometimes  a  rite  in  the  foreign  exchanges,  it  is  as 
veil  to  fix  clearly  what  these  expressions  mean,  as  it  might  be 
tfaought  they  are  contradictory,  when  they  are  not  so.  They  only 
refer  to  two  different  modes  of  eeUmating  the  coinage. 
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Wfun  a  d^edated  eomagt  it  taid  to  produce  a  fall  in  On 
Foreign  Exchanget,  it  meana  thai  a  given  amount  of  home  muff 
toili  purefuue  a  less  anunait  o/foreiffti  coin. 

When  a  depredated  coinage  it  Kod  to  produce  a  bisk  m  Su 
Foreign  Bkcehanges,  U  meant  that  a  gkeateb  quanOtg  <^imi 
coinage  it  required  toparehate  a  given  amount  of  foreign  com. 

A  clear  nnderstandiDg  of  these  expressioiis  wiU  prevent  aaj 
confusion  arisiDg  when  they  are  nsed  indiscriminately,  as  thej 
often  are,  in  diacnasiona  on  the  Exchanges.  We  shall  giie  > 
little  further  on  a  striking  example  of  the  derangement  d  the 
foreign  exchai^es  of  England  owing  to  the  depreciation  of  the 
coinage,  and  their  rectification  in  consequence  of  Uie  restonlua 
of  the  English  coinage. 

3.  It  is  also  evident  that  there  can  be  no  tme  par  of  exchuge 
between  two  countries  which  do  not  employ  the  same  metal  n 
their  legal  standard.  We  have  seen,  in  the  preceding  chapltr, 
the  insuperable  objections  to  employing  two  metals  as  b^ 
standards  in  the  same  coontry.  Up  to  a  comparatively  ncoit 
period  gold  and  silver  were  equally  nsed,  and  their  relative  valnu 
were  fixed  by  law.  This  was  their  legal  par  of  exchange,  but  ve 
also  saw  that  their  market  valaes  were  constantly  TSiying,  ind 
from  causes  quite  beyond  tiie  reach  of  any  law  ;  and  that  it  ns 
no  more  possible  to  have  a  fixed  price  of  one  in  terms  of  the 
other,  than  to  have  a  fixed  l^!:al  price  for  com  or  other  com- 
modity. The  very  same  rule  must  clearly  apply  to  two  oounbrict, 
one  of  which  uses  gold,  and  the  other  silver,  as  the  measoR  of 
value.  Hence,  in  speaking  of  the  par  of  exchange  betweoi 
England  and  France  as  25-20,  which  it  usnalty  is,  oi  that 
£100=2,520  francs,  it  is  only  on  the  assumption  that  the  relatire 
values  of  gold  and  silver  are  fixed,  which  we  know  can  never 
occur  between  any  two  countries,  any  more  tiian  between  the  same 
metals  in  the  same  conntry.  The  only  correct  mode  of  expnaoBg 
it  is,  therefore,  to  say  that  such  is  the  luual  -Rate  of  Stekmfi 
between  the  two  countries. 

In  the  year  1797,  when  the  Bank  of  England  stopped  paymoit, 
the  House  of  Lords  appointed  a  Committee  to  investigate  tb» 
whole  subject.  The  Cranmittee,  among  o^er  things,  viAoA  to 
ascertain  the  par  of  exchange  between  London  and  Hamtnig, 
and  they  examined  several  merchaotB  upon  the  sabject,  hut  thef 
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were  quite  unable  to  agree  among  themseivee  what  vae  the  par 
of  exchange  between  these  two  places ;  and  the  Oommittee 
reported  that  the7  were  unable  to  come  to  any  aatastactoTj 
conclnsion  on  the  subject,  and  in  this  they  were  correct.  And 
the  Tcry  same  reasons  apply  to  any  other  two  conntnes  which 
lae  different  metals  as  measnres  of  value,  as  there  is  not  in  the 
natoie  of  things  any  permanently  fixed  relation  between  them. 
Hence,  there  cannot  be  in  the  nature  of  things,  any  fixed  par  of 
exchange  between  England  and  any  country  that  uses  exclusively 
a  silver  standard.  The  most  that  can  be  said  is,  that  there  is 
a  nsnal  rate  of  exchange  between  them ;  hence,  between  anch 
eanntries,  it  is  often  totally  impoeaible  to  dedde  certainly  which 
way  the  exchange  is,  unless  the  difference  exceeds  a  certun 
limit  At  the  time  of  the  foundation  of  the  Bank  of  England, 
in  1694,  the  coinage  of  England  was  in  such  a  disgraceful  state 
from  the  wear  and  tear  of  many  years,  and  extensive  cUpping, 
tJiat  the  rate  of  exchange  between  London  and  Hamburg, 
owing    to  this    circumstance  alone,  was  25  per  cent,   against 


Although,  when  the  currency  is  in  a  depreciated  state,  the 
exchange  will  be  apparently  adverse  with  those  countries  which 
m^tain  their  currency  in  its  stendard  state,  it  is  quite  clear  that 
the  exchange,  founded  upon  the  commercial  operations  of  the 
tro  countries,  may  be  above,  below,  or  at  par  ;  and  it  is  a  very 
simple  matter  to  discover  its  true  stete,  that  is,  whether  it  is 
fiivorable  or  the  contrary,  and  the  amount  of  its  difference  either 
va;.  The  rate  of  exchange,  which  arises  out  of  the  stete 
of  the  enrrency,  is  called  the  NOMraAl  Exchange  ;  the  rate 
which  arises  out  of  the  commercial  relations  of  the  country,  is 
called  the  Real  Exchange.  Thus,  if  we  suppose  that  the 
euhange  on  Paris  is  2,521  A-ancs  for  £100  in  gold  at  the  Mint 
price,  or  when  the  currency  is  at  its  full  legal  weight,  then,  if  we 
■oppose  that,  in  consequence  of  the  depreciation  of  the  currency, 
the  market  price  of  gold  bullion  rises  to  £4  3s.  per  oz.,  then 
tile  market  price  of  £100  is  £106  lis.  7jd.  Now,  suppose  that 
the  exchange  on  Paris  is  23-80,  or  £100  will  purchase  2,380 
francs  in  Paris,  then  £106  lis.  7^  would  be  able  to  purchase 
2,536-63  francs.  But,  as  the  real  par  at  the  Hint  price  is  assumed 
tobe  2,521,  it  is  evident  that  the  difference  between  these  two 
num  is  the  extent  to  which  the  real  exchange  is  in  tsnaae  of 
V  2 
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London.  We  can  also  see  the  extent  to  which  ths  exchu^  i) 
depressed,  because  £100  at  the  above  exchange  will  pordun 
2,380  francs,  whereas  they  onght  to  purchase  2,536*63,  if  thef 
were  of  foil  weight ;  and  the  difference  between  these  two  snm 
shews  the  extent  by  which  the  nominal  exchange  is  depieaed. 
Hence,  we  have  the  following  rule — 

Find  the  market  price  of  the  sum  in  London  compared  ia  &» 
Mini  or  money  price;  multiply  the  markel  price  go  found  bytii 
rate  of  exchange ;  Oisn,  if  the  reiult  is  equal  to  the  par  of  exchangt, 
the  exchange  is  at  par;  and  if  titers  he  a  differencs,  the  exchangt  ii 
favourable,  or  adverse,  according  as  the  difference  is  abost  nr 
below  the  par. 

And  the  depression  of  the  exchange,  caused  by  the  deprecdatton 
of  the  currency,  is  the  difference  between  the  sum  so  eiprened 
in  the  mint  and  market  prices  multiplied  by  the  rate  of  exchange. 
In  the  excellent  state  in  which  our  currency  now  is,  the  qnestioa 
of  the  nominal  exchange  is  of  little  importance,  but  it  is  im- 
posEible  to  imderetand  the  history  of  the  currency  in  former  tdmea 
without  it :  and  it  is  essential  now  with  regard  to  several  foreign 
countries  at  present  which  use  an  inconvertible  and  depreciated 
paper  currency. 


On  the  Nature  of  an  Exchange. 

4.  We  will  now  exphun  the  nature  of  an  exchange.  Soppoae 
two  cities,  say  London  and  Edinbm^h.  Suppose  a  trader  A  in 
London  is  debtor  to  a  trader  B  in  Edinburgh  for  a  certain  sam; 
Bnppose  also  that  a  trader  B'  in  Edinburgh  is  debtor  to  A^  in 
London  for  an  equal  sum.  Then,  in  order  to  pay  their  debts,  A 
would  have  to  send  the  money  to  B,  and  B^  wonld  have  to  send 
an  eqnal  sum  to  A^,  thne  causing  two  separate  transmisaiona  of 
baUion  between  London  and  Edinburgh,  at  some  expense  for 
freight  and  insurance. 

Now,  this  settlement  of  debts  may  foe  greatly  facilitated,  if  A 
in  Londoa  goes  and  pays  his  debt  to  A',  and  buys  from  A'  the 
debt  due  to  hun  fh)m  B',  and  sends  this  debt  by  post  to  B  in 
Edinburgh.  B  then  goes  to  B^  and  demands  payment  from  him  of 
his  debt  dne  to  A.  Thus,  it  is  dear  that  the  whole  busineaa  Iw 
been  settled  by  the  trammiaaion  of  the  debt,  instead  of ):?  the 
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»ion  of  twice  the  amonnt  in  bnllion,  and  each  debtor 
has  paid  die  debt  to  the  creditor  in  the  same  town. 

The  whole  transaction  is  called  an  exchange,  and  it  la  clear 
Qint  there  mnst  be  a  debtor  and  a  credllor  in  each  city.  In  the 
case  given  there  are  four  parties ;  but  an  Exchange  is  poeaible 
with  ihrte  parties.  Thus,  snppose  that  A  in  London  owes  B  in 
Edinburgh  a  debt,  and  B'  in  Edinburgh  owes  A  in  London  an 
equal  debt.  Then  it  is  clear  that  A  may  pay  B  by  transferring 
to  him  the  debt  due  to  himself  from  B'..  From  this,  it  is  seen 
that  OitrK  parties  are  indispensable  to  od  "  Exchange." 

In  fuA,  an  Exchange  In  commerce  means  simply  a  traosactloQ 
it)  which  a  debtor  pays  his  creditor  by  transferring  to  him  a  debt 
doe  to  himself  from  some  one  else.  Every  time  a  person  pays  a 
debt  by  means  of  a  dieqne  or  bank  note,  that  is  an  Exchaoge. 
It  ig  an  example  of  what  is  called  NoveUto  in  Roman  Law,  because 
the  former  debtor  is  exchanged  for  a  new  one. 

Two  passengers  are  travelling  in  an  omnibus.  The  fore  is 
■iipence.  One  passenger  pays  the  condnctor  a  shilling.  The 
condactor  is  then  indebted  to  him  in  sixpence.  The  other 
passenger  has  a  sixpence  in  his  hand  ready  to  pay  his  &re.  The 
conductor,  by  a  nod,  tells  him  to  give  the  sixpence  to  the  first 
passenger.  By  Uiis  means  the  conductor's  debt  is  paid,  and  the 
whole  transaction  is  an  exchange. 

We  may  observe  that  a  consideration  of  this  transaction  is 
Eofficient  to  disprove  the  popular  account  that  Bills  of  Exchange 
ud  exchange  operations  were  invented  by  the  Jews.  A  crowd 
of  writers  have  said  that  the  Jews,  having  undergone  a  terrible 
persecQtion  in  France  towards  the  end  of  the  12th  century, 
invented  Bills  of  Exchange  in  order  to  transmit  their  effects 
from  France  to  foreign  countries.  This  account,  however  widely 
received,  is  impossible,  because  it  is  clear  that  exchange  operation^ 
can  only  arise  out  of  reciprocal  debts  being  due  between  two 
[daces,  as  they  cannot  take  place  nnless  debtors  and  creditore  of  the 
one  reside  in  the  other.  To  snppose  that  people  could  simply 
remit  tiieir  money  by  means  of  Bills  of  Exchange,  is  as  absurd  as 
to  suppose  that  a  man  could  send  his  luggage  by  the  electric 
telegraph.  All  that  he  could  do  in  either  case  woidd  be  to  send 
an  order  to  deliver  his  money,  or  his  luggage,  to  some  one  else. 

The  first  thing  James  II.  did  after  he  came  to  the  throne.  Was  to 
solicit  ahns  from  Louis  XIV.    Louis  coUected  Bills  on  London  to 
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the  amount  of  fife  hnndred  thoas&ikl  livree,  or  aboat  £37,500, 
and  Bent  them  to  Ijondon.  That  is,  he  went  to  the  merchants  in 
Paris  who  had  debts  dae  to  Uiem  hj  merchants  in  London,  paid 
them  their  debts,  and  so  bought  their  rights  against  the  London 
merchants.  He  tiien  sent  over  these  Bills  to  London,  to  the 
French  Ambassador,  and  the  London  merchants  paid  the  money  to 
him,  Bnt  Ixtnis  oonld  not  hare  done  this  nnlesB  there  were 
already  smns  due  by  the  merchants  of  London  to  the  men^ante  of 
Paris. 

Now,  wh«i  the  debts  between  London  and  Edinburgh .  an 
eqnal,  it  is  evident  that  they  may  all  be  dischai^ed  by  means  tt 
such  an  exchange,  without  remitting  any  specie.  The  exchanges 
are  then  said  to  be  at  Fab. 

Supposing,  however,  that  the  debts  are  nneqnal,  and  Edinbnigli 
wishes  to  send  more  money  to  London  than  it  has  to  receive,  it 
is  clear  that  the  demand  for  bills  is  greater  than  the  supply ;  and, 
as  every  one  would  rather  send  a  bill  than  cash,  as  it  is  cheaper  to 
do  so,  those  who  had  money  to  send  would  Md  against  each  other 
for  IJie  bills  in  the  market  as  for  any  other  merchandise,  and  the 
price  of  them  would  rise,  or  a  premium  would  have  to  be  paid  At 
a  bill  on  London. 

Now,  London  is  tlie  great  centre  of  commerce.  It  supplies  the 
rest  of  the  country  with  foreign  merchandise :  it  is  the  seat  of 
Govemment,  to  which  the  reventte  is  r^nitted  from  all  parts  of 
the  countiy:  the  great  &milies  from  all  parts  of  the  oonntry  go  to 
reside  there,  and  their  incomes  mnst  be  remitted  to  them  there : 
hence  there  is  almost  always  a  much  greater  quantity  of  money 
seeking  to  flow  from  the  country  to  London  than  the  contrary: 
consequently,  the  demand  for  biUs  on  London  in  the  conntiy  is 
greater  than  the  supply,  and,  therefore,  inland  bills  npcm  Londoa 
are  always  at  a  preminm. 

This  pjpemium  is  computed  by  time.  Thus,  if  a  peison  paid 
a  smn  of  money  into  a  bank  in  Edinburgh,  in  former  times,  be 
got  a  bill  payable  at  60  days'  date  in  London ;  or,  if  he  wanted 
it  payable  at  sight,  he  had  to  pay  60  days'  interest.  This  was 
afterwards  reduced  to  40  days,  and  was  estimated  at  about  J  per 
cent.  As  commonications  improved,  this  was  reduced  to  20  dsjs, 
or  5b.  per  cent.  But,  in  consequence  of  the  still  further  facilituB 
afforded  hj  railways,  the  premium  is  now  reduced  to  1b.  per 
cent 
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Hence,  if  a  person  in  Eldlnbiu^h  wiahea  to  have  a  I»ll  at  sigbt 
on  London,  he  moat  pay  Is.  per  cent.,  or  four  days'  interest,  on 
it.  And  this  time  is  also  called  the  Par  of  Exchange  between 
London  and  Edinburgh.  There  is  a  similar  premimn  on  bills, 
or  par  of  exchange,  between  all  other  cities  in  the  country  on 
Loudon.    This  is  called  Inland  Exdiange. 

The  Eschange  of  the  oountry  upon  London  is  said  to  be 
against  the  country  and  in  fevour  of  London.  But  it  must  be 
obaeired  that  it  ia  only  tm&Tourable  to  the  huywg  of  bills,  or 
those  who  wish  to  aend  money.  It  is  equally  favourable  to  t^e 
uUtrt  of  bills,  or  thoee  who  have  to  receive  money. 

The  exchange  is  called  unfaronrable,  because,  after  the  settle- 
ment of  tjie  whole  debta  between  the  two  places,  there  renuuns 
a  Bom  in  cash  to  be  remitted. 

It  appears  from  this,  diat  when  in  any  place  the  demand  for 
bilk  is  greater  than  the  supply,  the  Exchanges  are  adverse  to 
that  place,  because  it  has  more  money  to  pay  Uiao  to  receive: 
when  the  supply  is  greater  than  the  demand,  the  Exchanges  are 
facovrabU  to  it,  because  it  has  more  money  to  receive  tJian  to 
pay. 

On  FOBEIdH  EXOHANOE. 

5.  The  principle  of  Foreign  Exchange  is  exactly  the  same  as 
that  of  Inland  Exdiange.  But  there  is  somewhat  more  cc«n- 
plicadon  in  the  detail,  on  account  of  the  different  monies  of 
different  oountriea. 

In  Exdiange  between  two  foreign  places  and  of  different 
numies,  Uie  money  of  one  place  is  always  taken  as  fixed,  and 
the  Exchange-  is  reckoned  in  the  variable  quantities  of  the 
money  of  the  other  given  for  it.  The  former  is  called  \!aa  fixed  or 
ceriam  price,  and  the  latter  the  variable  or  uncertam  price. 

Thus,  between  London  and  Paris,  the  Exchange  is  always 
reckoned  by  the  variable  snm  in  francs  and  cents  given  for  tiie 
Jiud&. 

On  the  contrary,  between  London  and  Spain  the  Exchange 
is  ^ways  reckoned  by  the  variable  sum  in  jpence  given  for  the 
filed  dollar  of  Exdiange. 

Vhen  a  certain  place  is  taken  as  a  centre,  if  the  fixed  price  is 
^  numey  <^  that  place,  it  is  said  to  reeeiee  &e  variable  price  ; 
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oa  the  contrarj,  when  the  money  of  that  place  is  the  variaUe 
price,  it  is  said  to  give  the  variable  price. 

ThoB,  at  any  time,  London  recsimt  from  Paris  bo  many  frana 
and  cente  for  the  £1  steriing,  and  London  ffimi  Spain  so  manj 
pence  for  the  dollar. 

In  the  qoptations  of  the  Bates  of  Exchange,  it  is  ububI  to 
omit  tbe  fixed  price  and  name  only  the  variable  price,  and  (hen 
that  is  called  the  Rate  or  Cowse  of  Exchange, 

One  source  of  perplexity  in  the  Foreign  Exchange  arises  from 
the  drcnnifitance  that,  in  consequence  of  London  ffivwy  the 
variable  price  to  some  places,  and  receiving  it  from  others,  the  vtae 
state  of  the  exchanges  will  have  to  be  expressed  in  opposite 
language,  as  we  hare  obeerred  above,  in  speaking  of  the  eipreaami 
nsed  regarding  the  Foreign  Exchai^^  riting  or  faUing  in  oonee- 
qnence  of  a  depreciated  cnrreucy. 

According  to  Tate'a  Modern  Cambiet,  the  following  are  the 
present  Bates  of  Exchanges  between  London  and  the  prindpsl 
Foreign  Cities : — 

London  reeeivesfrom 


Amsterdam 

.     12    3    Florins  and  Stivera  for        £1 

Hambmg 

.     13  12    Marks  and  Stivers               — 

Paris.    . 

.     25  50    Francs  and  Cents                — 

Frankfort 

.      121      Z.  V.  Florins 

10 

Vienna   . 

.     13  70    Florins  and  Krenzerg            1 

Genoa    . 

.    26  35    Lire  and  Centesimi             — 

Berlin    . 

.      6  25    Dollars  and  Silver  Gros      — 

Milan     . 

.    25  40    Lire  and  Gentf 

— 

Leghorn 

.    25  60            Do. 
London  gives  to 

' 

Lisbon   . 

.    53i  penoe  sterling  for 

iMilms 

Madrid  . 

■  m 

IHaid  Dollar 

Gibraltar 

.     48i 

1        do. 

Naples    . 

.     S9| 

1  Ducat 

Palermo 

.  iiH 

1  Onza 

Venice    . 

.     .     47                „ 

6  Lire  Amtriadie 

St.  Fetersbs 

rgh    38i 

I  Silver  Enble 

Bio  Janeiro 

.     30 

1  Milieis 

New  York 

-     47i 

1  U.  S.  Dollar 

Calcntta. 

■     23 

1  Comp.  Knpw 
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Nov,  if  the  exchange  of  London  on  Paris  is  against  London, 
or  the  demand  in  London  for  bills  on  Paris  is  greater  than  the 
gnpjilj,  it  is  clear  that  the  £  sterling  will  pnrchase  facer  francs. 
Hence,  between  London  and  Paris,  when  the  example  is  adverse 
to  London,  the  rate  or  conrse  of  exchange  vill^^  below  par. 

On  the  contrary,  when  the  exchange  is  favourable  to  London, 
that  is,  the  supply  is  greater  than  the  demand,  the  Rate  of  Ex- 
change will  rite  above  par. 

And  Hie  same  is  manifestly  true  with  respect  to  all  other 
places  ^om  which  London  recewM  the  variable  price. 

Bat,  sappose  the  Exchange  between  London  and  Madrid  is 
igBinst  London,  or  the  demand  in  London  tax  Bills  on  Madrid  is 
greater  than  the  supply,  then  London  will  hare  to  gwe  more  pence 
to  parcbase  the  Spani^  dollar. 

Hence,  between  London  and  Madrid,  when  the  Exchange  is 
against  London,  the  Kate,  or  Conrse  of  Exchange,  will  rite  above 
par. 

On  the  contrary,  when  the  Exchange  is  &ronrable  to  London, 
■he  will  have  to  give/ewer  pence  to  purchase  the  Spanish  dollar, 
and,  conseqnentiy,  the  Rat«  of  Exchange  viil/atl  below  par. 

And  the  same  is  manifestly  tme,  with  reelect  to  all  other  places 
b  lehieh  London  gives  the  variable  price. 

Hence,  when  the  Exchange  between  London  and  any  other 
{dace  varies  &om  par,  we  most  always  conuder  whether  London 
gires  the  variable  price  to,  or  receives  it  ftom,  that  place. 

The  interests  also,  of  the  buyers  and  seUera  of  bills  are  always 
opposite.  If  the  Bate  of  Exchange  is  favourable  to  die  one,  it  is 
equally  un&vourable  to  the  other.  The  buyers  of  bills  are  also 
called  remitlere,  and  the  sellers  are  also  called  drawers. 

Having  now  stated  the  places  from  which  London  receives,  and 
thoae  to  which  it  gives,  the  variable  price,  we  will  give  a  table 
ningtrative  of  the  effects  of  a  depreciated  coinage  on  the  foreign 
exchanges,  and  of  its  restoration  to  par.  In  169f>  the  coinage  of 
England  had  become  greatly  deteriorated,  owing  to  clipping  and 
wear  and  tear.  The  foreign  exchangee  were  in  great  disorder. 
Bnt  in  1696  a  great  re-eoim^  vras  undertaken,  and  the  effects  of 
it  are  exhibited  in  tlie  following  table.  The  figures  denote  the 
Bates  of  Exchange  as  paid  in  coin. 
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3lal«mml  9J  the  BaU»  on  Oia  London  Exchange  during 
1695—1696. 


^sr 

RtM*- 

Ono. 

^ 

HUB- 

CuUi 

^ 

.« 

1696 

April  38........ 

Sl-3 

811 

69-39 

30-11 

39-11 

66-3 

56-1 

ev- 

1696 

jM)nMT34 

81-0 

31-2 

60- 

81- 

39-9 

60-0 

BO- 

es- 

tlayi 

so-s 

SO-3 

«4- 

80- 

38-8 

61- 

61-3 

JnlyW    

298 

80-6 

66- 

39- 

60- 

Jnly38    

88-7 

33-0 

68- 

83- 

33-4 

68- 

68- 

M- 

September  ag.... 

86B 

86-7 

64- 

88- 

86- 

48- 

49- 

61- 

Ootobere    

86-8 

36-10 

S3-3 

86-7 

86-8 

48- 

49- 

874 

87-6 

62-3 

87-3 

36-4 

47- 

48- 

49- 

Deoembei  16  .... 

57-8 

37-10 

51- 

87-8 

86-8 

463 

47- 

49- 

Now,  on  ioBpecting  this  table,  we  perceive  that  a  great  change 
ia  the  figures  took  place  aboat  July,  1696.  Some  rue  verj  mocfa, 
others  ^U.  Those /rom  which  IxindoQ  received  Uie  variable  price 
row;  Uiose  Ut  which  London  gave  the  variable  price,/eU.  Which 
exactly  verifies  the  doctrine  laid  down  in  §  2. 

On  the  Lmits  of  the  Variations  of  the  Exchangee. 
6.  Supposing  that  while  the  Exchange  between  any  two  places 
— say  London  and  Paris — is  in  a  state  of  eqnilibrinm,  that  is, 
when  the  demand  and  snpply  of  bills  in  each  city  is  exactly 
«qual,  so  that  they  would  each  have  to  receive  and  send  tbe  same 
anm,  it  shonld  hi^pen  that  from  any  cause  whatever,  no  matttf 
what,  there  Bhonld  be  a  desire  on  any  parttcolar  day  to  send 
more  money  from  one  side  than  it  has  to  receive.  Suppose  nwre 
money  has  to  be  sent  from  London  than  it  has  to  receive ;  ^lea 
those  merchants  who  want  to  remit  money  Erom  London  viU 
strive  to  buy  bills  on  Paris  in  the  London  markets.  But,  as  Uie 
demand  is  greater  than  the  snpply,  a  competition  will  spring  np 
to  buy  the  bills  that  are  in  the  market,  and  hence  the  price  of 
(hem  will  rise.    It  is  their  dnty  to  place  the  bnUion  in  Paris  st 
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tbeir  own  expense  and  risk,  and,  conaequentiy,  they  would  rather 
give  Bomewhot  more  for  a  bill  than  ite  par  price,  to  aare  them- 
selres  that  expense.  Bat  thej  will  not  give  more  than  the  cost 
d  tnnsmitting  the  bollion  itself,  becaose,  if  the  price  rose  higher 
than  that,  Uie;  wonld  sooner  send  the  money.  Thus,  when  the 
EuJisnge  in  London  rises  against  London,  or,  in  the  case  of  Paris, 
bUs  bebv  par,  it  shows  IJiat  Iiondon  wishes  to  send  to  Paris 
Dwre  than  it  has  to  receive,  and  ttie  exchange  is  said  to  be  against 
I^odoD,  but  it  is  clear  that  it  cannot  continue  at  a  greater  rate 
■guDst  London  than  the  cost  of  traoBmildng  bolUoo.  Henoe 
UuB  IB  manifestly  a  snperior  limit  to  the  rariation  of  the  Beal 
Eichange. 

But  the  reverse  case  may  also  happen.  The  supply  of  bill* 
ia  Umdim  on  Paris  may  exceed  the  demand.  The  price  of  them 
viO,  therefore,  manifestiy  faU.  But,  for  similar  reasons,  the  cost 
cf  trsDsmitting  bnllioD  will  be  an  inferior  limit  below  which  the 
price  win  not  fall. 

We  thus  see  that  the  state  of  the  exchanges  arising  oat  of  the 
'^"n  remittancea  of  money  is  a  simple  example  of  the  general 
law  (rf  supply  and  demand,  with  the  limitation  that  the  variation 
in  the  rates  of  exchanges  cannot  exceed  a  certain  definite  smn, 
JitBetj,  twice  the  cost  of  sending  bullion  from  one  place  to  the 
otlwr. 

These  limits  of  the  Kate  of  Exchange  are  called  ^)em  points, 
'■ttanse,  when  the  Exchanges  reach  them,  bullion  may  be  expected 
to  flow  in,  or  out,  as  the  case  may  be. 

It  is  to  be  observed,  however,  that  these  hmita  of  the 
^iitiong  of  the  Exchange,  or  specie  points,  only  apply  to 
bill*  payable  at  once,  and  to  long  periods.  During  short 
P^iods,  and  for  bills  which  have  some  time  to  run,  temporary 
*«"*s  may  prodnce  finctoations  in  the  Eichanges  greatly  ex- 
fff^g  these  limits.    We  shall  consider  these  cases  fiiUy  after- 

On  Uu  EffnU  of  an  IneonverHble  Paper  Ourreney  on  the  Fortign 
Exchanget. 

V.  ■ffe  must  now  consider  what  the  effect  of  an  inconvertible 
piper  ciUTeucy  will  be  on  the  foreign  exchanges,  and  Hba  market 
piice  of  bollion.    So  long  as  paper  is  convertible,  that  is,  the 
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bolder  of  it  has  power  to  demand  payment  in  gold  for  it  it 
sight,  it  is  very  clear  that  it  cannot  circalate  at  a  disconnt,  because, 
if  it  fell  to  a  discount,  every  person  who  held  it  wonld  immediately 
go  and  demand  gold  for  it.  Bat,  if  while  it  enjoys  considerable 
circnlatioD,  the  power  of  convertibility  is  suddenly  taken  aira;. 
then  it  becomes,  in  all  respects,  equivalent  to  a  new  standard,  JDst 
aa  mach  as  gold  or  silver,  and  its  valne  will  be  affected  by  tbt 
same  principles  as  these  two,  vis.,  by  the  sole  qneation  of  Ote 
quanlUy  of  it  in  circulation,  compared  to  the  operations  it 
represents. 

Under  the  old  system  of  making  an  attempt  to  fix  the  rahe 
vit  silver  and  gold-  relatively  to  each  other,  there  was  no  poirer 
of  convertibUity  of  one  into  the  other  similar  to  the  convertibilitj 
of  the  note.  If  silver  fell  to  a  disconnt,  as  compared  wiUi  gtdd, 
no  persons  conid  demand,  as  a  right,  to  have  their  silver  exchanged 
for  gold,  consequently,  the  inevitable  result  of  a  consido^ 
change  in  the  quantity  of  either  metal  was  &  chaoge  in  their 
market  values.  Thus,  in  1794,  gold  rose  to  81b..  if  pordiased 
with  tUver  bullion;  now,  if,  speaking  by  analogy,  the  silver  coin 
had  been  convertible  into  gold,  the  difference^never  could  hsve 
aiieeD,  any  more  than  a  bank  note,  convertible  at  tiie  will  of  the 
holder  of  it,  could  circulate  at  a  discount.  Now  paper,  vhen 
issued  as  a  substantive  standard  of  value,  follows  eiacUy  the 
same  rules;  if  only  the  nsnal  qnantity  of  it  be  issned,  1. 1^  n> 
greater  qnantity  than  would  have  been  issued  if  it  were  cod- 
vertjble  into  spede,  it  will  continue  to  circulate  at  its  par  value; 
but,  if  these  issues  be  continued,  and  if  it  be  deprived  of  the 
natural  corrector  of  on  over-issne,  viz.,  payment  on  demaitd,  it  is 
maintained  in  circniation,  and  exactly  the  same  result  follows  as 
attends  an  excessive  issue  of  silver — it  &lla  to  a  discount.  Nov, 
the  silver  coin  may  fall  to  a  discount  fh>m  two  drcumstsiues, 
either  if  silver  be  coined  with  too  great  profuseness,  the  excenive 
quantity  of  it  will  diminish  itt  value,  even  though  the  coin  be 
of  full  weight;  or  if  the  silver  coin  be  sttfTered  to  M  into  s 
degraded  state  by  clipping  and  wearing,  so  that  it  does  not 
contain  the  taW  legal  weight  of  bollion,  it  then  becomes  dfpn- 
eiated.  The  apparent  result  in  figures  will  be  just  the  same  ta 
either  case  ;  guineas  will  rise  to  24s.  or  SOs.  But,  as  silver  has 
general  value,  and  is,  from  its  qualities,  a  recognised  meBsoR  of 
valne,  it  is  not  correct  to  apply  the  term  dtpredatioa  to  it 
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IS  long  as  Uie  coin  contains  its  fall  legal  weight  of  balUon.  But 
the  case  is  different  with  paper;  it  ia  onl/  received  on  account 
of  be&ring  a  pronuBe  to  pay  a.  certain  qnantity  of  bollion  on  the 
face  of  it;  and  if  it  is  not  f^le  to  fulfil  that  pnnniae,  it  ia 


Nov  if,  for  the  pnblic  convenience,  it  is  deemed  adnaable  to 
ime  an  inconvertible  paper  currency,  the  onlj  v&j  of  main- 
taining ita  currency  at  par,  ig  by  limiting  ita  quantity.  We  do 
not  mean  by  this,  limiting  its  quantity  to  an  absolute  fixed 
amonnt,  bat  by  devising  some  means  whereby  a  greater  quanttly  of 
i>  tliaU  not  be  tented  than  if  it  were  convertible  into  gold.  If  more 
^  this  be  issued,  it  will  be  followed  by  the  same  result  as  attends 
an  eicessive  issue  of  silver,  it  will  fall  to  a  discount,  which,  in  this 
esse,  is  dtpreciation  i  and  the  necessary  consequences  of  a  depre- 
ciated cnrrency  will  follow,  viz.,  the  market  price  (or  paper  price) 
of  bnllion  will  rise  above  the  mint  price,  and  the  foreign  exchanges 
win  fall 

Now,  if  such  a  state  of  thinp  happens,  the  proper  remedy  is  to 
dmimtk  the  quantity  of  the  paper  in  circulation  until  the  market 
price  of  bullion  is  reduced  to  the  level  of  the  mint  price'.  If  the 
direct  power  of  demanding  five  sovereigns  be  taken  away  from  tiie 
holder  of  a  £5  note,  still,  if  he  can  purchase  bullion  vrith  it  iu  the 
nurket  to  the  amount  of  five  sovereigns,  it  is  an  in&llible  proof 
tat  the  note  is  current  at  par ;  and  the  limitation  need  not  proceed 
beyond  that.  But,  if  this  be  not  done,  the  next  best  thing  is  to 
allow  sil  persons  to  receive  the  notes  at  whatever  value  they  choose 
to  pnt  upon  them ;  and  let  them  make  a  difference,  if  they  choose, 
between  the  prices  of  ari;icles  when  paid  iu  gold,  or  in  paper.  If 
tbis  be  allowed,  no  very  great  inconvenience  will  take  place  in  the 
internal  trade  of  the  country,  beyond  a  certain  loss  of  pretty 
which  must  happen  to  ea  institution  whose  paper  circnlates  at  a 
discoont. 

But  suppose  the  law,  with  more  zeal  for  the  honour  of  the  paper 
(iDnenqr  than  discretion,  declares  it  to  be  a  crime  to  make  a 
dil^Dce  between  paper  and  gold,  and  a  ponisbable  offence  to  give 
tnnty  sovereigns  in  gold  for  twenty-one  pounds  in  paper — ^what 
"^  be  the  consequence?  Exactly  the  same  as  we  have  seen 
liappen  when  the  silver  and  gold  corns  were  improperly  rated,  the 
n»  tthieh  tuae  underrated  disajrpeared  from  cirmlaUon.  We  have 
Men  this  happen  both  in  the  case  of  the  gold  coin  and  the  silver 
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coin.  Now,  wheo  the  inconvertible  paper  correncj  is  iBsned  in  too 
great  abandance,  and  has  a  tendency  to  overflow  the  channelB  of 
dictdatdon,  ite  oatoral  effect  is  to  ruse  prices  when  pud  in  it  ir 
pe(q)le  were  free  in  their  tronsactioDB,  they  wonld  gradually  mb 
a  dUferenoe  in  price  between  payments  in  paper  and  paymeota  in 
bollioD;  bnt  if  the  owners  of  the  coin  ore  prevented  by  lav  froni 
receiving  more  for  it  than  the  same  nominal  snm  in  paper,  tbey 
will  do  exactiy  tiie  same  thing  as  is  invariably  done  when,  in  > 
metallic  cnrrency,  part  is  depredated  and  part  is  of  hU  vdgfit, 
they  will  either  board  or  eiport  it.  At  all  events,  it  will  dis- 
appear &om  drcnladon.  Now,  as  the  gold  gradnaUy  dissppean, 
and  paper  issues  multiply,  people  begin  to  estimate  all  prices  hj 
transferring  their  ideas  from  the  gold  to  the  paper,  and  the  p^ 
ends  by  finally  displacing  the  entire  gold  coinage. 

The  stamp  on  the  coin  is  similar  to  the  banker's  "  promise  to 
pay  "  on  a  note.  The  stamp  is  the  gnarantee  of  the  State,  tlut 
the  coin  does  actually  contain  a  given  amount  of  bullionj  the 
"promise  to  pay"  is  the  banker's  gnarant«e  that  he  can  psy 
eo  mnch  coin  if  required.  The  convertibility  of  the  coin  into 
the  legal'amonnt  of  bnllion,  is  the  test  of  the  depreciation  of  &f 
metallic  currency;  so  the  couvertibility  of  the  note  into  ooiii 
is  the  test  of  the  depreciation  of  the  note.  If  the  poirer  of 
demanding  coin  be  taken  away  by  the  Sfa/f,  the  power  of  com- 
manding a  certain  qaantity  of  bullion  in  t!ie  market  stiU  eqiuHf 
remains  ae  the  only  test  of  its  value.  The  Mint  price  of  bollioa 
is  the  price  paid  in  coins  of  the  full  legal  weight,  the  market 
price  means  its  price  paid  in  the  current  coins,  and  a  difTerenK 
between  the  two  is  the  proof  aud  measure  of  the  depredation 
of  the  current  coin.  When  paper  became  the  standard  currencj, 
the  market  price  of  bullion  meant  the  price  of  it  when  paid  in 
the  paper  currency,  or  the  paper  price  of  it;  aud,  by  a  parity  of 
reasoning,  if  the  paper  price  of  gold  bullion  rose  above  the  Hint 
price,  it  was  the  poof  and  the  mmaure  of  the  depreeialion  ef  lb 
paper  cwrenry. 

Whenever  the  currency  of  a  country  becomes  redundant,  tiat 
is  to  say,  that  prices  rise  so  mnch  higher  iu  one  country  than  in 
its  ndghbours,  that  the  value  of  money  sensibly  diminishes,  the 
natural  corrective  for  such  a  thing  is  to  take  a  certain  portioo  d 
it  out  of  drculation,  so  that,  by  diminishing  the  quantity  of  it, 
its  value  may  be  raised.    When  people  find  that  the  same  qjoaali^ 
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of  gold  will  not  pnrchoBe  an  eqn&l  unoant  of  commoditief  in  thii 
anntrr,  as  Uiej  will  in  another,  their  own  nataral  instincts  will 
lead  them  to  pnrcbaae  commodities  abroad  where  they  are  cheap, 
uid  bring  Oem  for  sale  here  where  they  are  dear.  The  uatOTBl 
instinct  of  trade  will,  therefore,  prodnce  «d  equilibrium  in  value 
in  the  currency  of  neighbonring  countries. 

Kov,  when  t^e  cnrrency  of  a  oonatiy  consists  partly  of  p^>er 
uil  partly  of  gold  aad  silver,  it  is  qnite  clear  that  only  the 
inetallic  portion  of  it  can  be  exported  in  payment  of  foreign 
omuooditiee.  The  paper  portion  of  it,  which  has  no  value  abroad, 
most  remain  at  home.  If  the  iasuea  of  the  paper  be  continued, 
»  as  to  prevent  the  currency  ftom  recovering  its  value,  the 
pncees  of  the  exportatiou  of  the  metallic  portion  will  go  on  until 
it  is  entirely  exhausted.  If  tliis  be  the  case,  the  only  method  of 
restoring  the  currency  to  its  former  value  is  by  diminishing  the 
qnantity  of  the  paper,  uutil  the  drain  is  stopped  by  the  enhance- 
ment of  the  value  of  the  whole  currency.  There  is,  however, 
i  School  of  Doctrines  that  maintains  that,  as  the  gold  goes  out, 
paper  should  be  issued  to  sapply  the  vacuum  until  the  gold  comes 
Wk.  Bat  it  requires  little  sagacity  to  see  that  if  that  be  done, 
Htgoid  never  icilt  come  back  again,  and  the  drain  will  not  cease 
UDlil  it  is  totally  exhausted,  and  the  only  way  to  bring  it  back 
agaia,  is  to  raise  its  value  at  home,  which  can  be  done  only  by 
remoTii^  the  plethora  of  paper.  When  the  currency  is  in  its 
healthj  state,  the  oscillatioua  of  the  exchange  may  be  compared 
to  those  of  a  tight,  staunch  ship,  which  has  dway  a  natural 
tendency  to  recover  itself;  but  when  there  is  an  escessive  quantity 
of  paper,  it  is  like  the  same  ship  waterlogged,  when  slie  once 
heels  over  she  never  con  recover  herself  until  the  water  is  pumped 
oat 

The  doctrine  that  Ike  rue  of  the  paper  price  of  bullion  above  Ote 
Hint  price,  and  a  eontiniwua  state  of  the  Foreign  Exchange!  below 
the  limits  of  tits  real  exchange,  are  the  proof  and  the  meamre  of  the 
Sedation  of  an  inconvertible  paper  currency,  may  be  called  Lord 
Sing's  law  of  the  currency,  because  he  bore  the  most  conspicoous 
prt  in  establishing  it  The  rise  of  the  paper  price  of  bullion 
attracted  great  attention  soon  after  the  beginning  of  this  ceutnry, 
when  Lord  King  and  some  others  published  pamphlets  to  demon- 
tfate  the  above  proposition.  However,  the  price  of  bullion  fell, 
and  the  subject  ^pt  till  1809,  when  the  extraordinary  rise  of  the 
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paper  price  of  buUiou  begaa  again  to  be  seriously  felt.  RicaFds  ; 
then  appeared  as  a  writer  for  the  first  time,  and  a  pamphlet  he 
published  to  prove  Lord  King's  doctriae,  was  the  foondal^ofliia 
feme  as  an  EconomisL  This  controversy  gave  rise  to  the  bmoDi 
Bullion  Report,  and  the  great  currency  debates  in  1811,  whentlie 
Honse  of  Commons  solemnly  repudiated  the  doctrine.  'Hu  . 
doctrine  is  now  oniversally  admitted,  so  that  it  19  needless  to  nj 
mnch  more  abont  it. 

On  Exchange  Operafione. 

8.  Exchange  operations  consist  in  baying,  selling,  impordi^ 
and  exporting  bullion,  called  "  Bullion  Operations,"  and  bnying 
and  selling  Bills,  called  "  Banking  Operations." 

The  calcniations  necessary  to  ascerttun  the  profit  and  losB  on 
such  operations,  are  given  at  length  in  various  technical  woib 
on  the  subject.  Our  object  only  is  to  examine  the  general  canses 
which  produce  these  movements  of  bullion,  which  so  sorely  va 
the  banking  and  commercial  world. 

Exchange  operations  of  both  sorts  may  be  either  direct  or 
indirect,  that  is,  they  may  take  place  directly  between  the  two  . 
countries,  or  the  final  operations  may  be  effected  through  the  \ 
medium  of  one  or  more  intennediate  conntries.  ! 

We  have  observed  that  for  bills  payable  at  sight  the  limits  of  ' 
the  variations  of  the  exchange  cannot  exceed  the  cost  of  the  trans-  j 
mission  of  bullion,  which  are  called  the  specie  points,  bocaiiEe,  1 
when  they  are  reached,  bullion  may  be  expected  to  flow  in  w 
out. 

When  the  bills,  however,  have  a  considerable  time,  such  a> 
three  months,  or  more,  to  run,  before  they  are  payable,  canaes 
may  operate  which  may  produce  lomporary  fluctuations  of  tie 
exchange  considerably  beyond  these  Umits.    These  ore  chiefly— 

1.  The  necessity  that  the  holder  of  these  long-dated  bills  may 
have  to  realize  them,  even  at  a  considerable  sacrifice,  to  maintain 
their  own  position. 

2.  The  doubtM  position  of  the  acceptors,  or  the  general  dis- 
credit of  the  place  Uiey  are  drawn  npon. 

3.  The  differing  relative  values  of  the  precious  metola  which 
are  the  standards  of  payment  at  each  place. 

4.  The  respective  rates  of  discount  at  each  place. 
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Now,  it  may  very  often  happen  that,  from  these  combined 
eatues,  it  may  be  considerably  more  profitable  to  poesese  bullion 
at  one  place  than  another.  Whenever  this  is  the  case,  exchange 
operatoTB  export  bullion  &om  one  place  to  another  for  the  eake 
of  tim  profit.  They  create  bills  upon  such  a  place ;  they  draw 
upon  their  correspondents,  disconnt  their  bills,  and  remit  the 
proceeds  to  meet  their  drafts  when  due. 

It  need  to  be  the  dogma  of  many  commercial  writers  that  bnllioa 
a  oidy  exported  to  discharge  a  previous  state  of  indebtedness, 
and  that  consequently  a  drain  of  bullion  comes  to  a  natnral  end, 
when  the  indebtedness  is  diechai^ed.  But  this  is  a  most 
grievous  error.  The  sufficient  difference  of  profit  in  posaesaing 
bullion  at  two  places  will  canse  a  fabrication  of  bills  for  the' 
purpose  of  exporting  bnllion,  without  any  previous  indebtedness, 
and,  of  course,  this  will  continne  so  long  as  this  possibili^  of 
profit  exists.  Conseqnently,  uolesa  this  profit  is  destroyed,  the 
drain  of  bulUon  will  not  cease.  The  efiectnal  way  of  annihilating 
tJiis  profit  is  by  raising  the  rate  of  discount. 

It  is  manifest  that  in  such  operations,  the  difierence  of  profit 
between  the  two  places  mnst  exceed  twice  the  cost  of  transmitting 
bullion,  because,  iu  snch  cases,  the  cost  of  transmitting  the  bullion 
both  ways  will  fall  on  ^ose  who  ori^nate  them. 

Between  countries  in  which  there  are  no  restraints  upon  trade, 
the  exchanges  will  never  vary  mnch,  except  on  some  sudden 
onergency;  but  there  are  countries  with  which,  owing  to  the 
prohibitive  laws  which  still  infest  their  commercial  codes,  the 
eichanges  are  permanently  unfavourable,  because  they  will  take 
nothing  bnt  bullion  for  their  commodities.  Russia  is  one  of 
these  countries,  and  hence,  if  not  modified  by  other  circumstances, 
bills  npon  Russia  would  always  be  at  a  premium ;  but  here  again 
the  effect  of  trafficking  steps  in,  which  always  has  a  tendency  to 
equalise  prices.  The  merchant  (if  we  may  lall  him  so)  who  desis 
iu  hills,  acts  upon  the  same  principles  as  the  dealer  in  any  other 
commodities,  he  buys  them  where  they  are  cheapest,  and  sells 
them  where  they  are  dearest.  Hence,  he  will  try  to  buy  up 
Russian  bills  cheaper  in  other  exchanges,  or  debt  markets,  and  sell 
them  in  the  London  debt  market.  On  the  other  hand,  from  the 
conrse  of  trade  between  Engkmd  and  Italy,  the  debt  which  Italy 
owes  to  England  is  usually  greater  than  the  contrary;  hence, 
ItaUan  bills  will  nsnally  be  at  a  discount,  or  dieap,  in  the  London 
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debt  market.  So  the  bill  merchant  bnjB  IJiem  np  cheap  here,  and 
sends  them  to  some  other  market — Paris,  for  instance — where  tbef 
may  be  at  a  premimn.  By  these  means,  the  price  of  bilk  a 
raised  where  they  are  cheapest,  and  depremed  where  ttiey  are 
dearest;  and  the  general  reetdt  will  be  to  melt  all  the  di&reoos 
between  separate  countries  into  one  general  resnlt,  so  Uiat  the 
eschanges  will  not  be  &voarable  with  one  coantry  and  adrene 
with  another,  bnt  they  will  be  generally  advcTse  or  &ToaFable  with 
all  the  rest  of  the  world. 

Supposing,  howcTcr,  a  merchant  has  to  remit  money  to  Pari* 
while  the  exchange  with  Paris  is  onfavonrable  to  England,  be 
_  may  possibly  disooyer  a  more  advantageous  way  of  remitting  it 
than  by  buying  a  bill  on  Paris  directly.  Thns,  for  instance,  while 
bills  on  Paris  are  at  a  premimn  in  London,  those  on  Hamburg 
may  be  at  a  discount,  and  bills  on  Paris  may  be  at  a  disconnt 
in  Hamburg,  So,  if  the  merchant  bays  a  bill  on  Hambnig  and 
sends  it  to  his  agent  there,  and  directs  him  to  purchase  a  bill 
on  Paris  with  the  proceeds,  he  may  be  able  to  discharge  hii 
debt  in  Paris  at  a  less  sum  than  he  would  have  to  pay  Ibr  a 
Paris  bill  in  London.  This  circuitous  way  of  settling  his  debt 
involves  additional  chaise  for  brokerage,  conuniBsioa,  postage,  Ac, 
but  the  effect  of  it  is  still  further  to  equahse  the  exdiangea 
between  London  and  all  other  countries.  This  circnitous  method 
is  called  the  arbilralion  of  txchanges,  and  the  sum  wtiich  ii 
given  in  London  for  the  ultimate  price  it  reaUses  in  Paris  ii 
called  its  arbitrated  price.  When  only  three  places  are  used 
in  the  operation  as  above,  it  is  called  timple  arbUralion.  When 
more  than  three  are  employed,  it  is  called  compound  arWra&m. 
The  practical  rules  for  working  out  these  results  are  very  simple, 
and  will  be  fonnd  in  any  technical  book  on  the  subject.  Bat  it  ii 
very  evident  that  the  quicker,  safer,  and  cheaper  the  comDinnic>> 
tion  between  countries  becomes,  the  less  room  will  there  be  fcr 
anch  operations,  because  the  limits  of  the  variation  of  the  real 
exchanges,  which  are  the  maig:in  which  renders  ench  transactiotii 
possible,  will  constantly  diminish. 

The  scale  on  which  these  indirect  operatjons  of  excJiange  ii 
carried  on  is  immense,  and  peculiarly  affects  the  London  exchange. 
There  is  no  exchange  between  places  to  abd  from  whidi  remit- 
tances have  not  constantly  to  be  made.  Consequently,  when  such 
places  trade,  their  accounts  must  be  settled  by  means  of  drafts 
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upon  some  Uiird  recognised  centre.  Now,  London  is  the  banking 
centre  of  the  world.  From  the  enormous  exports  of  England  to 
all  qnsrteiB  of  the  globe,  remittances  have  to  be  made  to  London 
from  every  part  of  the  world.  There  ia,  therefore,  a  constant 
demand  for  bills  upon  London  to  discharge  the  debts  incurred 
for  these  commodities.  Hence,  althoogli  the  exporters  may 
Bend  their  goods  to  different  conntries,  yet  if  they  can  draw 
npon  London,  their  billa  will  be  sure  to  find  some  pnrchaserB 
somewhere  to  be  remitted  to  England.  Hence  bills  upon  London 
bear  s  higher  price,  and  meet  with  a  readier  sale,  than  those  upon 
other  places. 

One  conntiy  A  may  import  ^m  another  B  less  than  she 
exports,  and,  consequently,  a  debt  is  dne  &om  A  to  B.  Also,  B 
exports  to  another  country  0  more  than  she  imports;  and,  conse* 
qoently,  a  debt  is  due  from  C  to  B,  and  A  may  discharge  its  debt 
to  B  by  transferring  to  it  its  claim  against  C. 

Ah  many  conntries  trade  with  one  another,  between  which  there 
ig  no  exchange,  their  claims  are  mntnally  adjusted  by  drafts  npon 
London,  the  commercial  centre.  Hence,  the  London  exchange  is 
the  most  important  in  the  world,  and  requires  the  greatest 
attention  to  be  paid  to  iL 

In  the  same  way  that  there  are  arbitrated  rates  of  exchange, 
there  are  arbitrated  prices  of  bullion,  but  we  need  not  enter  into 
them  here. 

On  the  Real  or  Commercial  Exchange. 

9.  We  must  now  consider  the  causes  that  affect  the  Real 
Exdiange,  or  the  true  Conmiercial  one,  which  arises  out  of  the 
InuBactions  between  thia  uid  other  countries.  As  the  British 
Itlands  do  not  produce  the  precious  metals  to  any  extent  worth 
considering,  they  are  only  to  be  obtained  in  this  country  by 
iiiq>ortatiom,  and  we  must  now  consider  the  various  sources  from 
which  tjiey  come,  and  the  dlfi^rent  causes  that  produce  an  inflnx, 
or  efflux,  of  them.  They  are  to  be  treated  in  every  other  respect 
like  any  other  foreign  commodity,  and  are  obtained  1^  the  same 
means  as  any  other  one  that  we  require  for  domestic  consumption 
vhich  is  not  a  native  product. 

The  trade  in  bullion  may  be  divided  into  two  distinct  branches: 
the  one  where  it  is  carried  on  directly  widi  the  conntries  in  whidi 
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gold  and  dker  are  native  prodneta,  and  the  other  witii  thoK 
coantrieB  which  do  not  produce  it,  but  which,  like  onr  own,  have 
no  means  of   aapplTing  tfaemselTes  with  it  except  b;  fordgn 


I.  ^1^  bullioTi^oducing  c&untnes.  Before  the  late  dii- 
coveries  in  California  and  AnBtralia,  the  chief  hnUion-prodadng 
countries  were  Mexico  and  Peru.  We  need  not  spedff  othoi, 
because  the  same  principle  ^plies  to  them  all,  and  to  describe 
them  all  wonld  rather  belong  to  a  work  oa  commerce  general!;. 
British  merchants  have  establishments,  or  correspondents,  in 
these  countries  to  whom  they  consign  their  goods,  and  their 
agents  exchange  them  for  the  bullion  brought  down  by  the 
natives,  and  which  is  collected  in  large  quantities,  and  uanallj 
bronght  home  by  men-of-war  for  the  aake  of  secarity.  Meet  of 
the  men-of-war  on  the  Pacific  and  West  India  stations  make  ■ 
voyage  along  the  coast  before  they  return  home  to  collect  bnllion 
fh>m  the  merchants,  and  the  captain  receives  a  oonunlsdoD  cm 
the  freight.  In  these  countries  bullion  is  treated  exactly  lite 
any  other  commodity,  such  as  tea,  or  wool,  or  wine,  and  the 
British  goods  of  all  kinds  are  exported  to  them  for  the  exprea 
purpose  of  being  exchanged  for  bnllion  to  be  remitted  hiime. 
The  limits  of  this  exportation  are  precisely  similar  to  the  limits 
of  the  exportation  to  any  other  country.  It  is  clear,  that  by  the 
time  the  bullion  reaches  this  country,  it  ought  to  be  sufficient  to 
cover  the  original  price  of  the  goods,  and  all  the  chai^  oo 
them  on  their  way  out,  as  well  as  the  gent's  commission  there, 
the  charges  for  freight,  insurance,  and  commission  for  bringing 
it  home,  and  a  fair  mercantile  profit  over  and  above  all  thoe 
expenses.  Unless  it  does  that,  the  commerce  is  not  proStaUe. 
If  too  many  goods  are  exported  to  these  bullion-prodncing 
countries,  their  exchangeable  value  with  bullion  Ms,  and  the; 
will  not  purchase  a  sufficient  quantity  of  bullion  to  afford  this 
profit,  and  the  further  exportation  of  such  goods  to  these 
markets  must  be  discontinued  until  the  goods  first  sent  out  are 
consumed  and  fresh  ones  required.  The  purchase  of  buUion,  then, 
in  l^ese  countries,  is  a  very  simple  affair,  and  requires  no  fmtba 
notice. 

11.  With  countries  lehkh  do  not  produce  buUion.  The  cansea 
which  produce  an  inflow  or  outflow  of  bnllion,  between  this  and 
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other  conntriea  like  it,  which  do  not  produce  bullion,  are  much 
man  intricate,  and  hare  excited  long  and  keen  controYerBies. 
Ti^ng  this  country  as  the  centre,  we  may  conaider  that  the 
transnuBBion  of  bullion  to  or  irom  it  ia  influenced  b;  the  S£V£N 
following  caiiBes:-~ 
1.    The  balance  of  payments  to  be  made  to  or  by  it. 

3.  By  the  atate  of  the  foreign  exchanges. 
S.    By  the  state  of  the  currency. 

4.  By  remittancea  made  to  this  country,  as  the  commercial 
centre  of  Europe,  to  meet  payments  dne  to  other  countries. 

5.  By    the  political  aecurit^    of    this    and    neighbouring 


6.  By  the  state  of  the  money  market,  or  the  comparativa 
rates  of  interest  in  this  and  neighbouring  countries. 

7.  By  the  free  or  prohibitive  commercial  tarifb  of  thia  and 
foreign  conntriea,  as  they  permit  or  forbid  our  manniactures  to  be 
imported  into  Uiem. 

There  are,  then,  seven  different  causes  which  act  upon  the 
moTemente  of  bullion,  and,  in  any  caae,  it  is  necessary  to  ascertain 
to  which  of  these  causes  it  is  dne.  The  inveterate  error  of  mer- 
cantile opinion  for  a  long  time  was,  that  there  is  only  one  cause 
which  causes  aa  export  of  bnllion,  namely,  a  balance  of  payments 
to  be  made. 

We  hBTe  already  shewn  that  a  degraded  state  of  the  current^ 
has  the  inevitable  effect  of  driving  away  bnllion  ttota  here.  As 
ve  may  &irly  hope  that  our  currency  will  never  again  be  allowed 
to  fall  into  snch  a  disgracefVil  condition  aa  it  was  till  1816,  we  may 
consider  that  this  cause  is  not  likely  to  operate  again  on  the 
bullion  market;  and  we  may  now  proceed  to  develope  the  system 
of  the  FoBEiaM  Exchanges. 

According  to  the  crude  ideas  that  were  generally  received  about 
a  centnry  ago,  gold  and  silver  were  almost  nniversally  considered 
to  be  nearly  the  only  vpedea  of  wealth,  and  it  was  considered  to 
be  the  true  policy  of  every  country  to  encourage  by  every  means 
in  its  power,  the  influx  of  bnUion,  and  to  discourage  its  export^ 
and  moat,  if  not  all,  of  the  Eniopeaa  nations  have  gone  so  f^,  at 
one  time  or  another,  as  to  prohibit  its  export.  The  profit  of 
foreign  commerce  was  estimated  solely  by  the  quantity  of  gold  and 
silver  it  bronght  into  the  country;  and  the  Theory  of  Commerce 
seemed  to  be  reduced  to  a  general  scramble  among  all  nations,  to 
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Bee  which  could  draw  to  itself  most  gold  and  diver  from  Uie 
others.  According  to  this  theory,  the  gun  of  one  pcatj  was  Uie 
loss  of  the  other;  everf  article  produced  io  another  conntiy,  and 
imported  iuto  this  one,  was  considered  to  be  a  direct  loss  to  the 
country.  This  wss  what  was  called  the  mercauUle  or  commercial 
system.  According  to  this  theory,  the  leading  maxim  which 
governed  the  Legislature  was,  to  make  the  exports  to  exceed  the 
imports;  and  the  conclusion  drawn  was,  that  the  diffference,  or 
balance,  most  be  paid  for  in  cash  by  the  debtor  nation.  When 
two  nations  traded  wiUi  one  another,  the  difference  of  debts 
between  them  was  called  the  "  balance  of  trade,"  and,  when  this 
was  in  favour  of  England,  the  exchange  was  said  to  he  &7ourabK 
because  bullion  had  to  be  paid  to  her;  on  the  contrary,  when,  on 
the  result  of  trade,  payments  had  to  be  made  by  her,  the  batanoe 
of  trade  was  said  to  be  against  her,  and  the  exchange  nn&vouraUe, 
and  tlien  gold  was  sent  out  of  the  country.  According  to  thja 
theory,  the  prosper!^,  or  the  contrary,  of  the  conntiy,  and  the 
profit,  or  loss,  of  foreign  commerce  was  exactly  measured,  accordii^ 
as  gold  had  to  be  received  or  pud,  or  as  the  exchange  was  fsvonr- 
able,  or  the  reverse. 

The  admirable  chapter  of  Adam  Smith  on  the  Principle  of  the 
Mercantile  System,  is  a  masterly  exposition  of  the  fallacy  of  this 
theory,  and  is  certainly  one  of  the  soundest  and  best  written  in  his 
whole  work,  from  the  mote  than  nanal  consiBteiicy  of  its  ideas,  and 
the  lucidity  of  its  style.  There  are,  however,  some  thmgi 
relating  to  the  subject  which  require  further  enforcement  and 
illustration. 

So  far  from  the  principle  of  the  mercantile  theory  being  true, 
that  gold  and  silver  are  Uie  most  profitable  and  desirable  ohjeds 
of  import,  the  direct  reverse  is  unquestionably  true,  that  ^ 
and  silver  are,  of  all  objects  of  commerce,  the  meet  nnprofitsble; 
and  it  is  a  certain  axiom  of  commerce  in  a  state  of  freedom, 
that  bullion  will  twt  be  imported  until  U  ha»  become  unprefiiaiil* 
io  import  any  other  article.  There  are  no  class  of  traders  who 
derive  so  little  profit,  in  proportion  to  the  capital  invested  b 
their  business,  as  dealers  in  boUiou  and  money  of  all  sorts, 
whether  they  be  bnllion  merchants  or  bankers.  Although  the 
opinions  we  have  alluded  to  above  were  the  prevalent  ideas  of 
the  age,  there  were  not  wanting  a  few  sagacious  thinkers,  who 
discovered  the  truth  of  what  we  have  last  said,  and  maintained 
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the  unprofitable  natnre  of  gold  and  silver;  bat,  like  others  who 
are  before  their  ago,  their  voice  was  nnheeded,  and  the  general 
object  of  commercial  ambition  and  l^ialation  was  to  accmnnlate 
treasures  of  gold  and  Bilver. 

There  is  no  espreasion  in  commerce  of  more  frequent  occur- 
rence than  the  "  balance  of  trade,"  and  it  may  be  as  well  to  give 
the  interpretation  of  it  generally  received  dming  the  last  centmy, 
and  which  is  not  yet  wholly  extinguished.  Mr.  Irving,  Inspector- 
General  of  Imports  and  Exports  in  1797,  defined  it  thus: — "  The 
oommon  mode  of  considering  that  question  has  been  to  set  off  the 
value  of  the  imports,  as  stated  in  the  public  accounts,  gainst  the 
valne  of  the  exports,  and  the  difference  between  the  one  and  the 
oUier  has  been  considered  the  measure  of  the  increase  or  decrease 
of  the  national  profit."  And  Mr.  Hoare,  a  banker  of  eminence 
for  twenty-two  years,  said: — "  I  consider  the  only  proper  means  of 
bringing  gold  and  silver  into  this  country  to  arise  from  the  surplus 
of  our  exports  over  our  imports,  and  that  ratio  or  proportion 
which  is  not  imported  in  goods,  mnst  be  paid  for  in  bullion.  In 
the  year  1 79  6,'the  importe  of  this  country  ^pear  to  be  £1 9,788,928, 
and  the  exports  appear  (o  be  £33,454,583,  which  ought  to  have 
brought  to  this  country  bnUion  to  the  amount  of  that  difference, 
or  £10,665,660." 

We  have  made  these  extracts  becanse  they  convey,  in  the 
fewest  words  possible,  the  whole  ideas  on  the  subject,  and  they 
are  made  by  persons  of  great  commercial  eminence  before  the 
Committee  of  the  House  of  Commons.  It  is  true  that  Mr.  Irving, 
who  was  Inspector-General  of  the  Exports  and  Imports  of  Great 
Britun  and  the  British  Colonies,  expressly  states  that  the 
application  of  this  principle  to  the  whole  of  the  British  trade 
would,  in  his  judgment,  be  extremely  erroneous.  We,  therefore, 
do  not  bring  him  forward  as  approving  of  the  theory,  but  only  as 
stating  distinctly  and  anthoritatively  what  it  was.  Bnt  Mr.  Hoare, 
a  banker  of  eminence  and  long  experience,  adopted  it;  and  we 
beUeve  that  this  theory  of  the  balance  of  trade  still  retains  a 
bold  on  the  minds  of  great  numbent  of  persons  who  do  not  give 
themselves  the  trouble  to  sift  it  thoroughly.  Nevertheless,  there 
never  existed  a  more  complete  t^imera  and  pernicious  delosion 
Ihan  this  said  doctrine  of  the  balance  of  trade,  nor  one 
which  has  exercised  so  disastrous  an  inflnence  on  commercial 
legislation. 
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It  appears  that  the  Bimpleet  way  of  arriring  at  an  accnnte 
coQcloBJoa  on  the  snbject  is,  to  consider  that  the  dealii^ 
between  nation  and  nation  are  only  made  np  of  the  a^regatc 
of  dealings  between  indiridnalB  of  the  nations,  and  we  have  onl; 
to  consider  the  variety  of  methods  in  which  an  individnal  mer- 
chant may  trade,  t«  have  an  accurate  and  comprehensire  idea  i^ 
the  commerce  of  the  nation.  Instead  of  deaUng  with  fi^nns  d 
vast  amonnt,  which  make  no  definite  impression  on  the  mind, 
and  which  are  prodnced  by  a  number  of  complex  caous,  ire 
shall  now  proceed  to  consider  in  bow  many  different  wajs  u 
individual  merchant  may  trade  with  foreign  conntriee,  and  va 
shall  shew,  by  considering  the  dealings  of  an  individual,  bow 
utterly  erroneona  it  is  to  suppose  that  an  inflnx  of  bullion  i», 
ipio  facto,  a  proof  that  commerce  is  fiourishing  and  profitable  lo 
the  conntry,  and  that  whether  it  is  so  or  not  depends  very  Duuh 
as  to  where  it  comes  ftom,  as  well  as  a  nnmber  of  oUier  circom- 
stances. 

WiUi  respect  to  those  countries  in  which  bullion  is  a  nBtive 
product,  and  to  which  we  trade  for  the  express  pnrpoae  of 
obtaining  it,  we  have  already  shewn,  that  unless  Uie  qnantitj 
obtained  in  exchange  for  onr  goods  exceeds  a  certain  amount,  the 
commerce  is  not  a  profitable  one,  and  that  the  simple  &ct  of 
bullion  being  remitted  from  them,  and,  therefore,  ttiongh  the 
exchanges  with  them  must  always  be  in  our  fevonr,  it  is  no  pnxtf 
whatever  of  prosperity  or  profit. 

Next,  with  respect  to  countries  which  do  not  produce  boUitn, 
it  is  ea^  to  shew  the  extreme  fitllacy  of  the  opinion  that  our 
exports  should  exceed  our  imports,  and  that  the  diffm-mce  will 
be  the  profit  of  the  country ;  in  many  cases  the  predse  revene 
is  true,  that  our  imports  sbonld  exceed  our  exports,  and  the 
profits  are  measured  by  the  exact  sum  by  which  the  imports  exceed 
the  exports,  or  the  excess  of  what  we  receive  over  what  we  give. 

To  prove  this,  let  us  take  a  simple  case.  Suppose  a  merdiant 
in  London  sends  ont  £1,000  of  goods  to  Bordeaux,  by  the  time 
they  arrive  there,  the  mere  addition  of  freight,  insurance,  and 
other  chaises,  will  probably  have  increased  their  cost  of  pro- 
tion,  or  the  expense  of  placing  them  where  they  are,  to  £1,050, 
sapposing  them  to  be  sold  without  any  profit  at  all.  But,  as  the 
merchant  would  never  have  sent  them  to  that  market  onles 
he  expected  to  realise  a  good  profit,  we  may  assume  that  the 
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market  is  favonrable,  and  that  they  aeU  for  £1,500,  and  he  vonld 
probablj  draw  agaioBt  his  agent  for  £1,200,  Hie  correspondent 
at  Bordeaoi,  instead  of  remitting  the  money  to  England,  vonld 
find  it  fiir  more  profitable  to  invest  the  proceeds  of  the  goods 
in  some  native  product,  which  would  fetch  a  good  price  in 
England.  The  chief  native  prodnct  of  that  conntry  is  mn», 
so  the  agent  woold  invest  the  proceeds  of  the  goods,  after 
dedncting  all  charges  for  freight,  commission,  &c.,  in  Bordeanx 
wine,  and  send  it  to  England.  This  wine  wonld  probably  be 
wld  at  a  considerable  profit  in  the  English  market,  say  it  wonld 
fetch  £2,000  {  and,  after  dedncting  all  the  charges  of  every 
description  on  the  cargoes  both  ways,  the  difference  wonld  be 
tbe  merchant's  profit.  In  this  case  it  is  quite  clear  that  no 
bullion  wonld  pass  between  the  countries,  and  the  merchant 
wonld  apparently  import  more  than  he  exported,  and  it  is  also 
cle»r  that  his  profiCa  are  exactly  estimated  by  the  excess  of  the 
valne  of  the  inward  cai^o  above  that  of  the  ontward  one,  after 
deducting  all  charges  both  ways,  and  just  as  this  difference 
is  the  greater  so  is  his  gain  greater.  In  this  case,  as  no  bullion 
wonld  pass  ^m  either  country  to  the  other,  there  would  be  no 
qu^on  of  exchanges. 

It  is  clear  that  the  London  merchant's  agent  at  Bordeaux 
would  be  governed  by  several  considerations  as  to  whether  he 
would  remit  specie  or  wine  to  London,  and  he  wonld  be  chiefly 
governed  by  the  state  of  the  wine  markets,  both  at  Bordeaux 
and  London.  For,  supposing  the  goods  to  be  sold  at  a  good 
profit  at  Bordeaux,  he  must  next  consider  the  price  of  the  wine 
at  Bordeaux,  and  also  what  it  might  be  expected  to  fetch  in 
London,  If  some  great  disaster  bad  happened  to  the  vines  so 
that  there  was  a  &ilnre  of  the  crops,  the  price  of  wine  at 
Bordeaux  might  mle  excessively  high,  but  at  the  same  time  there 
utight  be  a  large  stock  of  wine  in  London,  and  the  price  might 
not  be  unusually  high  ;  so  that  if  he  were  to  pnrchase  wine  at 
Bordeaux,  and  send  it  to  London,  it  might  be  a  loss.  In  snch  a 
case  as  this,  if  there  were  no  other  native  prodnct  to  send, 
he  would  find  it  more  advantageous  to  remit  epede,  whatever  he 
eonld  sell  the  goods  for,  and  then  the  exchange  would  be  in 
&Yoai  of  Loudon ;  but,  before  the  London  merchant  could 
reckon  his  profits,  he  wonld  have  to  deduct  the  freight,  insur- 
ance, ijec,  on  l^e  specie. 
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Whether  the  transaction  was  profitable  or  not  to  the  Lonckn 
merchant  vonld  entirelf  depend  on  the  amonnt  of  spede  be 
receired  after  dedncting  all  chaises  ;  and  if  he  had  parchaaed 
the  goods  he  aent  out  from  England  cbeap,  and  there  wag  ■ 
Bcarcitf  of  them  at  Bordeanz,  he  might  realise  high  prices  there, 
which  might  leave  him  a  good  profit.  It  would  be  verj  im- 
probable that  he  conld  reahae  bo  mnch  profit  on  that  single 
operation  as  in  the  donble  one  of  exporting  goods  and  importJDg 
wine.  So  that  the  import  of  the  specie  wonld  be  less  profitable 
to  bim,  and  the  nation  at  iai^e,  than  the  import  of  the  wine. 

The  reasons  which  cansed  the  export  of  specie  from  Bordeani, 
and  the  import  of  it  into  England,  in  this  case,  are  very  plain, 
the;  were  the  scarcity  and  deamees  of  the  native  products  at 
Bordeaux,  and  the  abundant  supply  of  them  already  id  the 
London  market.  Hence,  we  gather  that  the  scarcity  and  dear- 
ness  of  native  products  is  an  infallible  cause  of  the  export  of 
specie  from  a  country ;  on  the  contrary,  an  already  eiistzng 
abundant  supply  of  foreign  products  of  all  sorts  is  a  certain 
cause  of  its  import  into  a  country.  On  the  contrary,  when 
native  products  are  cheap  and  abundant,  it  will  cause  an  im- 
portation of  bullion,  and  when  foreign  products  are  scarce  and 
dear,  it  will  cause  an  export  of  bullion. 

We  have  before  observed  that  the  exchange  being  in  favour  of 
a  country  means  nothing  more  than  that  bnllion  has  to  be 
remitted  to  it.  In  the  case  above  described,  the  exchange  at 
Bordeaux  would  be  in  favour  of  London  ;  but  this  simple  case  is 
aa  good  as  a  thousand  to  shew  the  extreme  and  dangerous 
fallacy  of  drawing  any  conclnsion  as  to  the  advantage  of  the 
trade  to  England,  fW>m  the  simple  fact  of  the  exchange  bang 
fevourable  to  her,  and  an  inflow  of  bullion  taking  place. 

The  example  given  above  is  of  the  simplest  description,  and  a 
merchant  of  eminence,  who  has  correspondents  in  several  dif- 
ferent parta  of  the  world,  might  easily  multiply  these  operatiDiis, 
80  as  to  visit  many  markets  before  the  returns  of  his  cargo  were 
brought  home.  Thus,  instead  of  having  the  wine  sent  home 
from  Bordeaux,  hia  correspondent  might  find  it  more  profitable 
to  send  it  to  Buenos  Ayres,  and  dispose  of  it  there.  The  chief 
native  product  of  that  place  is  hides,  and  we  may  suffMse 
that'  his  correspondent  there  might  invest  the  proceeds  of  the 
caigo  of  wine  in  hides,  which  there  might  be  a  favourable  oppn^ 
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tnnity  of  aelliag  ie  the  West  Indies.  When  the  cargo  arriTed  in 
Cbe  West  Indies,  instead  of  remitting  the  proceeds  directly 
home,  it  might  Teiy  well  happen  that,  owing  to  a  scarcity  of  corn 
at  home,  it  might  be  very  high  there,  and  cheap  in  Canada,  so 
he  iTonld  invest  the  proceeds  of  the  hides  in  sugar,  and  despatch 
that  to  Canada,  where  the  merchant's  correspondent  there  would 
dispose  of  it,  and  purchase  com,  which  he  would  send  to  Eng- 
land. 

In  the  case  just  described,  we  observe  that  there  are  five 
distinct  operations,  and,  as  we  may  suppose  that  l^ere  is  a  profit 
npon  each  of  them,  by  the  time  the  returns  for  the  goods,  which 
onginally  cost  £1,000,  are  brought  to  England,  it  may  very  well 
be,  that  the  com,  which  forms  the  nltimate  payment  of  them, 
may  be  several  times  as  valuable  as  the  original  cargo ;  and,  a& 
ve  have  supposed  the  charges  on  each  operation  to  be  deducted 
before  investing  the  proceeds  in  other  articles,  it  is  clear  that 
the  merchant's  profit  upon  the  whole  is  exactly  the  difierence  in 
Talne  in  England  between  the  articles  last  purchased  and  sent 
borne  and  the  original  cargo  ;  after  deducting  all  the  expenses  of 
sending  home  the  last  cargo,  and  we  also  observe  that  no  specie 
has  been  sent  from  one  country  to  the  other  in  the  whole  comae 
of  the  extended  operation. 

This  example  is  sufficient  to  demonstrate  the  ntter  Macy  of 
tbe  old  idea,  which  is  even  yet  not  extinguished,  of  the  balance 
of  trade.  Nothing  can  be  more  clear,  that  unless  the  value  of 
the  cargo  which  com^  into  England,  in  payment  of  the  cargo 
tbat  was  sent  out,  is  sufficient,  not  only  to  defray  the  cost  of 
the  original  cargo,  as  well  as  all  charges  upon  it  and  the  return 
cargo,  and  leave  a  profit  besides,  tbe  commerce  could  not  be 
carried  on.  No  English  merchant  cotdd  export  goods  unless  he 
receives  in  return  others  of  mnch  greather  value ;  and  the  obvioos 
consideration,  that  the  more  he  gets  for  what  he  sends  ont,  the 
mwe  profitable  it  is  to  himself  and  the  nation,  is  sufficient  by 
itself  to  explode  the  old  fallacy  of  the  balance  of  trade.  One 
obvious  source  of  error  is,  that  the  value  of  the  exports  ftxmi 
ibja  country  is  estimated  at  the  time  of  their  leaving  the  conntrf, 
and  before  ^e  charges  for  freight,  &q.,  are  incurred,  which 
mnst  necessarily  raise  their  selling  price  in  the  foreign  market, 
if  t^ey  are  not  sold  at  a  loss,  and  their  value  in  that  market  is 
expected  to  be  considerably  higher  Idian  that.     On  the  other 
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hand,  the  value  of  the  importa  is  estimated,  not  acconlliig  to 
their  vaJne  when  they  left  the  foreign  country,  but  what  it  ii 
apon  their  arriTal  here,  including  all  their  charges  upon  them. 

If  we  anppose  that  Bordeaux  had  but  one  native  product- 
wine — tbe  chances  of  finding  the  marketa,  both  at  Bordeaux  and 
London,  in  a  lavonrable  state  for  importing  produce  instead  of 
specie,  would  be  limited  to  that  single  article.  But  if  it  hsd 
other  prodacts,  such  as  olive  oil,  the  chances  would  be  increased 
of  finding  artJcles  to  suit  the  market,  and  tbe  chances  would 
evidently  be  mnltipUed  accordiug  to  the  number  and  variety  of 
its  products. 

Let  ne  take  another  example,  and  let  New  York  be  the  start- 
ing place.  The  staple  products  of  America  are  breadstoA  and 
provisions.  A  merchant  of  New  York  sends  a  cargo  of  com  to 
Liverpool,  and  his  ■  correapondent  there  will  endeavour  to  invest 
the  proceeds  of  that  in  British  goods,  if  he  finds  the  state  of  the 
niarketB  in  England  and  New  York  will  moke  such  an  operatioa 
profitable.  Suppose  that  the  price  of  com  is  very  high  here,  and 
Bridsh  goods  are  also  very  high  here,  and  very  low  in  America,  it 
is  clear  that  nothing  but  specie  will  be  sent.  In  cases  iriiere  a 
great  and  unexpected  dearth  of  com  occurs  in  England,  and  its 
price  rises  enormously  high,  tbe  infallible  result  is  to  cause  a  great 
drain  of  specie  for  the  time  being,  because  our  necessity  for  6wd 
is  much  more  pressing  and  immediate  than  their  necessity  or 
capability  of  consuming  our  cotton  or  woollen  goods.  And  the 
only  way  to  arrest  anch  a  drain  is  to  effect  such  a  reduction  in  the 
prices  of  British  goods  as  shall  make  it  more  profitable  to  export 
goods  than  specie. 

In  the  cases  we  have  hitherto  been  considering,  we  btn 
described  the  operations  as  if  merchants  were  left  perfectly  free 
to  carry  their  goods  whither  they  pleased,  and  were  not  met  and 
obstructed  by  artificial  obstacles  purposely  devised  for  inter- 
fering with  their  business,  by  the  laws  of  diffierent  nations.  But 
there  are  few  nations,  and  our  own  among  the  rest,  which  have 
not  habitually  discouraged  the  importation  of  foreign  goods,  and 
imposed  heavy  duties  for  the  specific  purpose  of  excluding  them, 
as  they  conceived  the  extraordinary  idea  that  all  for^gn  goods 
brought  into  the  country  were  so  much  loss  to  it.  Thtis,  the 
statute  of  William  III.  (1688,  c  24)  says  .■— "  It  hath  been  found 
by  long  experience  that  the  importmg  of  French  commodities 


tzsd  by  Google 


IB.i  CODBSB  OF  TRADE.  317 

of  all  sorts "  (enamerating  them)  "  hath  mnch  exhansted  the 
beaanTe  of  thia  nadon,  lesseDed  the  valne  of  the  native  com- 
modideB  and  manoiactaTeB  thereof,  and  greatly  impoverished  the 
English  artificers  and  handicrafts,  and  caosed  great  detrtment 
to  the  kingdom  in  general."  If  we  consider  the  effect  of 
these  laws  in  one  place,  it  will  equally  apply  to  every  other ; 
thus,  in  the  first  instance,  suppose  that  there  are  very  high 
protecting  dnties  at  Bordeanx  against  British  goods,  as  the 
oonsumer  must  nltimat«ly  pay  all  the  expenses  and  charges  on 
the  goods,  it  will  have  the  effect  of  greatly  raising  the  market 
price  there,  and  diminishing  the  nmnber  of  persons  who  can 
afford  to  huy  them,  and  hence,  as  the  market  ia  so  limited,  a 
smaller  quantity  of  goods  will  overstock  it  than  if  it  were  more 
extended.  This  will  cause  a  mnch  less  quantity  of  goods  to  he 
lent  from  London,  and  it  will  cause  a  mnch  larger  proportion  of 
ipede  to  be  remitted  to  pay  for  the  productions  of  Bordeanx. 
l^is  example  shews  that  the  inevitable  effect  of  high  protecting 
duties  between  country  and  country  is  to  cause  a  much  more 
^nent  transmission  of  bullion  &om  one  to  the  other  than 
wonld  be  the  case  in  an  unfettered  state  of  commerce  j  unless, 
indeed,  the  smuggler  steps  in,  who  is  the  corrector  provided  by 
nature  against  this  commercial  insanity.  The  effect,  then,  of 
prohibitive  duties  is  to  canse  an  inflow  of  bullion ;  but  we  must 
carefnlly  guard  against  supposing  that  this  inflow  is  a  favourable 
sign,  as  it  is  certainly  the  least  profitable  import  a  merchant  can 
receive  for  his  goods  ;  and  there  ia  this  veiy  marked  difference 
between  an  inflow  of  bullion  under  the  Protectionist  system  and 
Qoder  a  Free  Trade  system,  that  the  former  is  accompanied  with  a 
great  dearth  of  foreign  commodities,  but  the  latter  is  an  infaUible 
8^  of  great  abundance  of  them,  as  bnllion  is  never  imported 
when  men  are  allowed  to  follow  their  own  interests,  until  our 
markets  are  already  so  overstocked  that  eveiy  other  article  has 
wased  to  be  profitable. 

The  foregoing  cases  comprehend  the  different  varieties  of  com- 
mercial transactions  between  this  and  any  other  country,  and  we 
gather  &om  them  the  following  results  respecting  the  inflow  or 
oQtflow  of  bullion  : — 

I.  The  canse  of  bnllion  being  imported  is  either  when  the 
price  of  goods  is  so  low  in  Ei^land,  and  so  high  in  the  foreign 
toatket,  as  to  tempt  foreigners  to  send  here  to  bny  goods,  or  the 
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price  of  goodB  is  bo  high  in  the  foreign  market,  and  so  low  in 
England,  that  nothing  bnt  specie  can  be  aent  in  payment  of 
goods  exported  from  England. 

II.  The  canee  of  boUion  being  exported  Jh)m  England  is  that 
there  is  some  great  and  pressing  demand  for  some  article  in  Uiii 
ooanti7,  and  other  commodities  are  so  scarce  and  dear  that  tiiej 
caanot  be  exported  with  a  profit,  or  that  the  article  is  required 
in  such  great  quantities  that  the  foreigner  cannot  consume  oar 
goods  which  we  should  prefer  to  send  in  payment  fast  enoogli, 
and  so  specie  must  be  seut,  and  the  greater  the  difTerenoe  in 
price  the  greater  will  be  the  drain  of  buUion :  or  that  other 
markets  are  already  overstocked  with  onr  prodoctions,  which  are 
depressed  below  their  usual  market  value  there.  This  is  what  Is 
meant  by  overtrading  i  and,  from  this  circumstance,  we  see  that 
overtrading  is  a  sure  precursor  of  a  drain  of  buUion  fVom  the 
country.  When  there  has  been  a  great  failure  of  the  crops  in 
(his  Gonntiy,  so  as  to  cause  a  famine  price,  the  demand  for  com 
is  so  immediate  and  ui^ent  that  it  necessarily  causes  a  great  drain 
of  specie  and  it  is  then  of  the  greatest  possible  consequence  that 
the  prices  of  other  commodities  should  be  as  tow  as  possible,  to 
enable  them  to  be  sent  in  payment  of  the  necessary  supplies  oS 
food,  and  prevent  such  a  drain  of  bullion  as  may  disturb  (be 
whole  monetary  system  of  the  country. 

Overtrading,  and  a  failure  of  the  cereal  crops  of  this  conotry, 
are  each  of  them  sure  canses  of  a  drain  of  bulliou.  The  most 
disastrous  event  for  the  commerce  of  this  country  is  when  both 
these  circumstances  happen  concurrently.  It  is  like  a  spring 
tide  of  disaster.  The  moat  terribly  disastrous  commercial  crisis 
%is  country  ever  experienced  was  preceded  by  some  years  of 
overtrading,  followed  by  successive  failures  in  the  staple  support 
of  the  people  of  England  and  Ireland.  These  two  adverse  events 
together  produced  the  cdamities  of  1847.  We  shall  see  that  the 
intended  efiect  of  the  Bank  Act  of  1844  is  to  provide  a  reined; 
for  such  a  stete  of  things,  by  causing  snch  a  reduction  in  the 
price  of  home  commodities,  in  the  event  of  a  drain  of  epede 
taking  place,  as  to  render  it  more  profitable  to  export  them  than 
bullion,  and  so  stop  the  drain.  Whether  the  Act  is  efTective  for 
this  porpose  is  another  qaeetion,  which  it  is  not  the  proper  [Jace 
to  discuss  here. 

There  are  some  coonthes  fW>m  which  we  dr&w  articles  of 
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great  neceaatj,  bat  to  which,  from  different  circimutftiiGeB,  we 
do  not  expect  to  remit  goods  in  payment.  RiiSBia  was  the  great 
•onrce  at  oar  eapply  of  hemp,  tidlow,  and  flax,  and  we  nsed  to 
impcfft  these  prodocts  to  the  ralue  of  £12,000,000  jdutiy,  bat, 
wing  to  t^e  prohibitive  character  of  her  tariff,  we  were  unable 
to  Bend  oar  own  products  in  pajmeat  of  these  goods  -  to  any- 
tiiing  like  a  similar  amoant  in  valne.  To  snch  a  oonntry  the 
diff^Qce  must  be  remitted  in  cash,  to  the  mutaal  loss  of  both 
fvtieB ;  and,  anless  there  were  other  means  of  eqaalisiog  the 
»ctiaDgea  with  different  coontriee,  the  exchange  with  Rnssia 
"oold  always  be  unfavonrable  to  England.  The  chief  export 
tnde  fnHn  Ireland  to  England  was  in  articles  of  food — pigs, 
(aUte,  oats,  bntter.  Great  qoantities  of  these  came  irom  Ireland, 
but  the  inhabitants  of  that  coantr;  were  mach  too  poor  to  be 
>Ue  to  consome  an  equivalent  amonnt  of  English  goods ;  id 
tonsequence  of  whidi  the  difference  had  to  be  remitted  in 
ferie,  and  so  the  exchanges  between  England  and  Ireland 
»ere  almost  aniformly  favourable  to  Ireland.  Now,  if  Ireland 
had  been  snflSciently  wealthy  to  have  consnmed  English  goods 
instead  of  specie,  it  is  evident  that  it  would  have  beea  fcr  more 
adTSDtAgeoas  for  both  countries ;  for  English  iadostry  would  have 
Wn  promoted,  and  Ireland  would  have  gained  a  more  valnable 
import  These  two  examples  offer  a  fbrther  illnstradon  of  what 
we  said  before,  that  the  frequent  transmission  of  bullion  between 
oxutbries  which  do  not  produce  it,  is  a  symptom  of  a  less  profitable 
Cnide  than  it  would  be  if  goods  were  transmitted. 

In  the  operation  first  described  above,  we  have  snpposed  it  to 
originate  with  the  English  merchaDt  who  remite  his  goods  to 
his  correqwudent  abroad,  and  who  reaps  the  profits,  and  the 
proceeds  must  be  remiUed  to  him  after  deducting  the  freight, 
^lUfes,  and  commission  of  the  agent  there.  But  it  is  also  pro- 
bable that  there  will  be  native  merchants  at  Bordeanx,  who  will 
tend  wine  to  England  on  their  own  account  to  their  correspond 
dents  here,  snd  then  the  whole  transaction  will  be  reversed. 
The  Gngliah  correspondent  will  endeavour  to  purchase  English 
Swdg  as  low  as  be  can,  and  if  he  can  get  them  low  enough  to 
Kalise  a  profit  ia  the  Bordeaux  market,  he  will  send  goods  out ; 
bat  if  the  English  goods  are  too  high  for  that  purpose,  he  must 
Knd  specie.  It  is  also  evident  that,  even  if  the  goods  be  at  no 
vaund  height  in  Eng^d,  still,  if  the  market  at  Bordeaux  be 
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already  overstocked  with  them,  or,  as  it  is  called,  "glatted,"  it 
would  be  nseleas  to  send  more  gooda,  to  force  the  price  dont 
stall  farther,  and  the  conaequeBce  most  be  that  nothing  bob 
qtecie  will  go. 

From  this  we  see,  that  if  spede  be  coming  in  from  a  conn&j, 
it  is  a  proof  that  we  have  already  got  bo  many  of  their  goodi, 
that  it  will  not  pay  to  import  any  more,  and  if  specie  be  goii^ 
out  to  a  cooutry,  it  shews  that  we  have  ahready  sent  out  n 
many  of  onr  goods  to  that  market  that  it  is  already  oveiBtAckei 
The  different  barbarona  laws  which  eyery  country  has  enacted 
nnder  the  erroneons  appellation  of  protection,  by  a^raTsting  the 
price,  limit  the  markets  in  every  conabry  for  the  products  of  otlxf 
countries,  and  cause  much  fewer  commodities  to  pass  betmen 
nations  than  otherwise  would,  and  canse  the  markets  of  fj 
country  to  be  much  sooner  overstocked  than  they  would  othemise 
be.  By  preventing  this  interchange  of  commodities  which  eTOj 
nation  would  natorally  prefer,  it  necessitates  payments  in  ^lecie 
to  a  much  larger  extent  than  would  be  the  case  if  commerce 
were  free,  to  the  common  impoverishment  of  all  parties. 

The  foregoing  considerations  shew  that  it  is  poesible  to  ony 
on  any  amount  of  foreign  trade  withont  the  necessity  of  snf 
remittances  being  made  in  specie.  In  the  instance  above  taken. 
the  English  merchant  purchases  goods  and  sends  them  to  his 
correspondent  abroad,  who  realises  them  and  invests  the  proceedi 
in  that  market,  and  sends  them  to  England,  and  the  Kagli^h 
merchant  disposes  of  them  in  England,  and  gains  the  profits 
there,  and  no  specie  is  sent  from  one  country  ta  the  other. 
Similarly  the  foreign  merchant  sends  his  goods  to  bis  correspon- 
dent in  England,  who  dispose  of  them  there,  and  invests  ^e 
proce^  of  them  in  England  in  English  commodities,  and  seoda 
them  to  his  foreign  correspondent,  who  gains  his  pmfit,  either 
by  selling  them  in  his  own  conntry,  or  by  sending  them  to  some 
other  market  where  he  may  make  a  higher  return,  and,  as  in  the 
former  case,  no  specie  passes  between  the  two.  Nor  is  the  resnlt 
in  any  way  diftferent  if  the  trade  bo  condactod  by  the  nwre 
drcnitons  method  of  three  or  more  transactions.  Hence,  in  a 
healthy  state  of  the  markets  of  different  countries,  scarcely  UT  I 
specie  will  pass  between  them,  and  the  very  fact  of  there  being 
a  necessity  for  making  frequent  and  lai^e  remittances  of  specie 
from  one  country  to  another,  is  in  itself  a  proof  of  there  bemg 
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■meduBg  iiregnlar  &nd  tmhealthj  in  the  state  of  commerce  in 
geoenl,  and  in  the  state  of  the  markets  of  one  cotmtiy  or  the 
otiier,  either  that  they  are  overstocked  or  understocked,  or  that 
&eK  is  some  legislatiTe  interference  with  the  natural  conrae  of 
tnde  between  nation  and  nation.  Nothing  can  be  more  certain 
than  that  bnllion  ia  the  least  profitable  of  any  article  of  commerce, 
oceptfrom  bollioQ-prodncing  conntries,  and  that  when  merchants 
luTe  recoorae  to  it,  it  is  hecanse  scone  diatnrbance  has  taken  pktce 
is  tlie  profitable  relations  between  snppl;  and  demand  of  other 
canuQoditiee. 

Koff,  rappofling  commerce  to  be  in  that  desirable  and  health; 
ttate  in  which  no  specie  passes  between  non-bDllion-producing 
owntries,  who  could  tell  how  what  is  called  the  balance  of  trade 
B  iadined  ?  Who  can  tell  what  the  balance  of  trade  is  ?  Each 
onatrj  wonld  shew  a  favonrable  balance,  taking  the  values  of 
tlie  eiports  and  the  imporU  at  their  market  prices  in  each  conntry. 
E»eh  ronntry  would  shew  that  their  imports  exceeded  their  ex- 
porta  in  valoe,  that  is,  each  would  shew  that  they  had  gained  by 
their  commerce,  for  the  very  simple  reason  that  the  valne  of  the 
vticle  they  received  wontd  be  greater  in  their  own  market  than 
tlie  value  of  the  one  they  gave;  and,  unless  it  was  so,  it  is  mani- 
fest that  trade  could  not  he  carried  on,  because  all  the  expenses  and 
profits  of  trade  are  provided  for,  by  the  difference  in  value  between 
vhat  they  give  and  what  they  receive.  Henoe,  unless  botli  parties 
g»in  hj  the  trausaction,  commerce  cannot  be  carried  on.  But 
"lis  BhewB  that  the  expression  "  balance  of  trade  "  is  a  gigantic 
fusion,  and  it  is  greatjy  to  be  wished  that  it  should  be  for  ever 
"ploded  and  laid  aside,  as  the  fountain  and  origin  of  incalculable 
'"iKhief  to  the  world,  in  the  suicidal  effcnis  every  nation  baa 
inade  to  secure  to  itself  that  great  chimera — a  favourable 
b^ce. 

IV  mistake  of  unreflecting  writers,  who  think  that  the  price 
<^  tbieign  goods  sold  in  this  countiy  goes  into  the  pocket  of  the 
^gser,  consists  in  this,  that  the  probability  is,  that  the  EngUsh 
iMrchant  who  imports  these  goods  has  already  purchased  Uiem 
vith  English  goods,  so  that  their  money  price  goes  into  the 
9°^  of  the  English  merdiant,  and  not  that  of  the  foreign  one, 
"^  is,  probably,  re-invested  in  English  goods,  if  there  is  a 
(""^put  of  a  favourable  opening  for  them. 

^  fiudamental  bUacy  about  the  balance  of  trade,  which 
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seems  to  hare  taken  poBsessian  of  the  Legidatnre,  was,  that  the 
intereato  of  the  State  were  differeDt  and  opposite  to  the  intererii 
of  individnak.  The;  seem  to  have  entertained  the  idea  tliat 
CTery  merchant  hod  entered  into  a  cooBpiFacj  to  rnin  the  oonnliT. 
which  he  tried  to  cany  into  effect  bj  becoming  as  pTOepoow 
himself  as  he  conld.  It  seems  moat  onaccotmtable  how  kng 
they  mJased  the  obriooB  traism,  that  the  prosperity  of  the  State 
was  made  op  of  the  prosperity  of  the  individuals  compoaing  it, 
and  that  every  one  was  for  keener  in  discerning  what  condoced 
to  his  own  prosperity  than  the  State  conld  be,  and  that  if  private 
merchants  found  it  to  be  to  their  JndiTidnal  advantage  to  impwt 
commodities  rather  than  bnlUon,  it  could  not  be  beneficial  to  tlie 
State  to  force  trade  into  a  contrary  direction. 

Notwithstanding  the  prevalent  idea  that  foreign  trade  wu 
profitable  just  in  proportion  to  the  money  it  brought  into  the 
kingdom,  and  that  this  was  indicated  by  the  so-called  balance  of 
trade,  there  were  a  few  enlightened  perBons  who  saw  through  the 
fallacy,  and  combated  it.  In  reference  to  a  certain  " balance" 
which  occurred  in  the  trade  between  HoHand  and  England,  sad 
which  was  a  subject  of  much  gratulation,  Craik  well  obeerres 
that  it  would  be  as  irrational  to  suppose  that  the  English  mist 
necessarily  be  the  chief  gainers  by  this  trade,  as  it  would  be  to 
maintain  that  the  productive  labourer  must  always  be  a  greater 
gainer  on  the  article  he  produces  than  the  capitalist  who  employi 
him.  That  the  Duteh  were  in  the  position  of  the  capitalist,  and 
the  English  of  the  labourer,  and  that  while  the  Duteh  had  the 
goods  the  English  had  the  money;  jnst  as,  while  the  master  has 
the  goods  the  workman  has  his  wages.  But  that  the  excess  of 
profit,  or  real  advantage,  should  be  with  the  labourer  rather  tttta 
with  the  capitaUst,  may  fairly  be  presumed  to  be  as  unusual,  and 
88  little  likely  in  the  nature  of  thingg,  in  the  caqe  of  nations  as  of 
individuals. 

An  attentive  consideration  of  these  various  methods  of  tradii^ 
will  shew  what  a  complete  phantasy  the  old,  and  still  too  common, 
idea  of  the  "  balance  of  trade  "  is;  and,  as  nothing  more  condaces 
to  error  and  confusion  in  any  science  than  a  nomenclature  and 
technical  phrases  which  are  founded  upon  misconceptions  of  the 
principles  of  that  sdence,  so  nothing  has  exerc^ed  a  more 
malignant  influence  upon  legislation,  and  popular  ideas  generally, 
han  this  phrase;  and  it  would  be  vei;  desirable  if  some  meaoB 
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coold  be  taken  to  discontanne  its  use  alb^ther.  Bat,  as  it  does 
occDT  in  the  coorse  of  trade  that  traaaactionB  between  nationB 
h&ye  to  be  settled  in  specif  we  mnat  now  consider  the  operatioaa 
of  the  foreign  exchanges. 

The  coorae  of  the  foreign  exchanges,  then,  entirely  depends 
upon  the  fact  of  persons  in  one  ooontr;  having  to  make  paymenta 
b)  persona  in  another  conntiy,  from  whatever  canses  these  pay- 
ments have  to  be  made.  And  there  are  bnt  two  canses  which 
inflnenoe  their  rates:  first,  the  depreciation  of  one  or  both  of  the 
CTurendes  irhich  have  to  be  exchanged,  secondly,  the  relative 
amoiinta  of  money  that  have  to  be  remitted  fhim  one  conntry  to 
the  other. 


On  the  Rale  of  Discmmi  oa  mfiumuing  the  Exchangee, 

10.  We  have  now  to  treat  of  a  canae  of  the  movement  of 
ballion  which  has  acquired  an  importance  in  modem  times,  far 
eiceeding  what  it  ever  did  before;  in  fact,  it  is  now  probably 
m«e  important  than  any  other,  viz.,  a  difference  in  the  rate  of 
intewt  or  diflcoont  between  two  comitriefl.  In  former  times, 
when  the  commmripation  between  different  places  was  slow  and 
erpennve,  before  the  days  of  raihoada  and  steameiB,  a  oon- 
Biddable  difforence  m^l  exist  in  the  tates  of  interest  in  two 
places,  witboat  can«ng  a  movement  of  buUion  from  one  place 
to  the  other.  But  that  is  not  possible  now.  The  communication 
between  places  is  so  rapid  now  that  directly  tlie  difference 
between  the  rates  of  interest  in  any  two  places  is  more  than 
BDJfident  to  pay  for  the  expense  of  sending  the  bollion,  an 
immediate  flow  of  bnllioa  conmieDces  from  one  place  to  the 
ot^er.  And  this  is  in  exact  accordance  with  the  nsnal  mercantile 
pnnciple  tbat  operates  in  every  other  case,  that  if  tiie  difference 
of  price  of  the  same  article  in  any  two  markets  is  more  than 
aaRdeot  to  repay  the  cost  of  sending  it  from  one  to  the  other, 
it  irill  be  sentj  and  this  movement  will  continne  as  long  as  the 
difference  in  price  continues.  Now,  if  the  rate  of  discomit  in 
London  is  3  per  cent.,  and  that  in  Puis  is  6  per  cent,  the  simple 
meaning  of  Uiat  is  that  gold  may  be  bonght  for  3  per  cent  in 
Loudon,  and  sold  at  6  per  cent  in  Paris.  But  the  expense  of 
Koding  it  from  one  to  die  other  does  not  exceed  \  per  cent, 
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ODiueqnentilf  it  le&TCB  2^  or  2^  per  cent,  profit  on  the  opeiatiim. 
The  natnral  consequence  immediately  follows,  gold  flies  from 
London  to  Pans,  and  the  drain  wUl  not  cease  nntQ  the  ratee  <J 
difloonnt  are  btoogbt  within  a  certain  degree  of  equality.  It 
naed  to  be  the  common  delusion  of  mercantile  men  that  gM. 
was  only  sent  to  pay  a  balance  arimog  from  the  Bale  t^  good^ 
and  that,  therefore,  it  most  cease  of  itself  whenever  these  paf- 
ments  were  made.  Bnt  this  is  a  profoimd  delusion.  Whes  the 
rates  of  discount  di^  so  mucii  as  is  supposed  above  b^men 
London  and  Pari^  persons  in  London  fitbricate  bills  upon  Ihar 
correepondentB  in  Paris  for  the  express  purpose  of  selling  Htm 
in  London  for  cash,  which  they  thai  remit  to  Paris,  and  viiiA 
&ey  can  sell  again  for  6  per  cenL  And  it  is  quite  evident  that 
this  drain  will  not  cease  so  long  as  the  difference  in  the  rates  of 
discount  is  maintained.  Moreover,  mercbanU  fn  Paris  inmie- 
diately  send  over  their  bills  to  be  diacotmted  in  London,  and,  ct 
course,  have  the  cash  remiUed  them.  Now,  the  only  wa;  of 
arresting  such  a  drain  is  to  equalise  the  rates  of  discount  of  Hie 
two  places.  These  simple  fiu^  are  a  perfectly  conclusive  ans^ 
to  those  writeis,  and  they  are  many,  who  complain  of  the  varialioiu 
of  the  r^  of  discount  by  the  Bank  of  Kngland,  and  suppose 
that  it  is  possible  to  maintain  a  uniform  iat«.  ConsequenUy,  at 
the  present  day  it  is  the  Imperative  dnty  of  the  Bant  of  England 
to  keep  a  steady  watch  upon  the  rates  of  discount  of  nei^booriiig 
countries,  and  to  follow  these  variations  bo  as  to  prevent  its  being 
profitable  to  export  bullion  iVom  this  country. 


On  Fartign  Loam,  Seeuriliee,  and  Remittimut,  at  afftc^  tti 
Esxhat^tt. 

II.  Besides  the  state  of  natJonal  indebtedness,  arising  out  (^ 
commercial  operations,  there  are  other  causes  which  seriously 
affect  the  Exchanges.  In  former  times,  England  being  men 
abondant  in  money  and  material  resources  thou  men,  used  to 
subsidise  foreign  powers  to  a  great  extent:  and  the  method  of 
transmitting  such  a  loan  to  the  best  advantage  to  the  remiUang 
comitiy  is  an  operation  of  considerable  nicety  and  delicai^.  If 
the  sums  to  be  remitted  were  very  lai^e,  the  expense  and  danger 
of  the  transit  of  the  coin  would  have  been  very  oonaidenible  in 
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fanner  times;  but  since  the  mtrodoctioD  of  railroads,  and  greater 
internal  Becnritj,  snch  considerations  wonld  have  little  inflnence 
at  the  present  day.  Bnt  an  actual  and  sadden  withdrawal  of  a 
Terj  lai^  amount  of  bullion  from  a  commercial  conntiy  wonld 
caose  the  most  disastrons  cooseqaencea  when  so  manj  engage- 
ments had  to  be  met  at  a  fixed  time.  When  snch  necesdties, 
therefore,  did  arise  during  the  last  war,  the  operation  was 
effected  hj  means  of  Bills  of  Exchange  ;  and  the  object  to  be 
obtained  was,  to  prevent  a  sudden  vacnum  being  caused  in  the 
currency  of  one  coontry;  but,  by  operating  on  all  the  different 
centres  of  payment  of  Europe,  to  cause  a  gradoal  and  equable 
flow  from  all  of  them  to  the  place  of  payment.  We  may  givei 
u  an  instance,  the  following,  as  narrated  by  Ur.  Boyd,  who  had 
the  management  of  the  operation.  In  the  year  1794  the  English 
Government  ^reed  to  ma^  a  conaderable  loan  to  the  Emperor 
of  Germany,  and  the  money  was  required  to  be  sent  from  London 
to  Vienna,  causing  as  httle  disturbance  as  possible  in  the  Ei^lish 
money  market : — 

"  The  remittance  of  so  lai^  a  gum  as  jC4,000,000,  I  considered 
as  a  matter  of  infinite  difficulty  and  deUcacy,  so  as  to  prevent  its 
producing  any  remarkable  effects  npon  the  course  of  Escbange. 
It  was  necessary  to  vary  the  modes  of  remitting,  and  to  make 
DK  of  ihe  ^^oos  means  for  that  purpose  presented  by  all  the 
different  exchanges  of  Europe.  It  was  not  necessary  to  remit 
Ulls  npon  Hamburg  only,  because  it  frequently  happened  that  it 
answered  better  to  remit  to  Hambm^  npon  other  places,  such  as 
Madrid,  Cadiz,  L^hom,  Lisbon,  Genoa,  &c,  than  to  remit 
direct  npon  Hamburg ;  and,  having  constantly  orders  fixtm 
Vienna  with  regard  to  the  r^es  of  the  different  remitbuices  to 
be  made,  onr  att«ntion  was  directed  to  the  accomplishment  of 
these  orders,  on  the  best  possible  terms.  In  fine,  it  was  neces- 
sary to  take  bnllion,  bills  direct  npon  Hambm^,  and  bills  npon 
other  places,  all  into  our  means  of  remittance,  and  to  make  the 
niGet  of  these  modes  of  remittance  without  giving  the  decided 
preference  to  that  mode  which  was  the  most  favourable,  becanse 
any  one  mode  invariably  adhered  to  would  soon  have  exhausted 
lod  destroyed  that  mode :  whereas  by  turning  occasionally  to  all 
the  modes,  and  not  sticking  too  long  to  any  one  particular  mode, 
we  had  the  good  fortune  to  make  npon  the  whole  very  favourable 
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We  may  mentioa  another  instance  of  a  siinilar  operatjon  quoted 
1^  McCnlloch  :— 

"In  1804,  Sptdn  was  bonnd  to  pa;  to  Fntnoe  a  large  stibnd;, 
and,  in  order  to  do  this,  ttiree  distinct  methods  presented  them- 
■elves.  First,  to  send  doUara  to  Paris  by  land;  second,  to  remit 
Bills  of  Exchange  directly  to  Paris;  thirdly,  to  aiUfacnrlBe  Farig  to 
draw  direcUy  on  ^>atn.  The  first  of  tiieae  methods  was  tried, 
bat  was  SMad  too  slow  and  ezpensiTe;  and  the  second  and  Uiiid 
plans  were  considered  likely  to  (nm  the  eu^ai^  agaioBt  SpaJa. 
The  fcdlowing  method,  by  the  indirect,  or  ciicnlar,  esdiai^  wm 
therefore  adopted: — A  merchant,  ot  banquier,  at  Paris,  wis 
appointed  to  manage  tJie  operation,  which  he  tiius  condocted. 
He  chose  London,  Amsterdam,  Hambtu^,  Cadis,  Madrid,  and 
Paris,  as  the  prindpal  hinges  on  which  the  operation  wu  to 
torn;  and  be  eng^ed  con-espoadents  in  each  of  these  cities  to 
SDpport  the  circolation.  Uadrid  and  Cadiz  were  the  places  in 
Spain  from  whence  remittances  were  to  be  made,  and  dollars 
were,  of  coarse,  to  be  sent  where  th^  bore  the  hi^est  price, 
fbr  which  bills  were  to  be  procnred  on  Paris,  or  any  other  place 
that  might  be  deemed  more  advant^eoos.  The  principle  being 
thas  established,  it  only  r^nained  to  regnlate  the  extent  of  the 
operation,  so  as  not  to  issne  too  mnch  paper  on  Sptan,  and  to 
give  the  drcnlation  as  mnch  support  as  possible  from  real  bosiDeffl. 
With  this  view,  London  was  chosen  as  a  place  to  which  the 
operation  might  be  chiefiy  directed,  as  the  price  of  dollars  was 
then  high  in  England,  a  drcmnstance  which  rendered  the  pro- 
ptotional  exchange  advantageons  to  Spain. 

"  The  bosinees  commeoced  at  Paris,  where  the  negotiations  of 
drafts  issued  on  Hamburg  and  Amsterdfoa,  served  to  answer  liie 
immediate  demands  of  the  State;  and  orders  were  transmitted  to 
these  places,  to  draw  for  the  reimbuTsements  on  London,  Madrid, 
or  Cadiz,  according  as  the  course  of  exchange  was  most  fitvoor- 
able.  The  jHVceedings  were  all  conducted  with  judgment,  and 
attended  with  complete  snoceBS." 

12.  The  moat  gigantic  operation,  however,  of  this  natun 
which  ever  took  place,  was  the  payment  of  the  indemnil;  whidi 
France  was  obliged  to  pay  to  Qermany,  in  consequence  of  the 
nnfbrtanate  result  to  her  of  the  recent  war.  A  most  minute 
account  of  this  operation  has  been  lately  presented  to  the  Nalinul 
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Aasembly,  drawn  np  by  M.  Leon  Say,*  from  which  we  take  the 
Mowing  details,  sofficient,  we  hope,  to  make  a  general  oaUiue  of 
the  toleration  intelligible. 

By  the  definidve  treaty  of  peace  between  Germany  and  France, 
B^ed  at  Frankfort,  10th  May,  1871,  France  became  bound  to 
pay  to  Germany  the  som  of  5  milliarda  of  franca,  equal  ^ery 
Dearly  to  200  millionB  sterling,  at  the  following  dates — 500 
miliions  thirty  days  after  the  restoratjon  of  order  id  Paris;  1,000 
miUions  in  the  coarse  of  1871;  500  millions  on  the  1st  May,  1872; 
and  3,000  miUiona  on  the  2nd  March,  1874,  together  with  5  per 
cent  interest  on  the  last  3  milliards. 

Payment  might  be  made  in  gold  or  ailTer,  notes  of  the  Banks 
of  Knglaad,  Prussia,  Holland,  Belginm,  or  first  class  Bills  of 


The  thaler  wae  valned  at  3'75  francs,  and  the  German  florin  at 
£"15  fruics. 

All  bills  not  domiciled  (t.  e,,  made  payable)  in  Germany,  were 
to  be  valued  at  their  net  proceeds,  after  deducting  all  costs  of 
collection. 

It  was  subsequently  agreed  that  the  portion  of  the  Eastern 
Bulway  of  France,  situated  in  Alsace,  should  be  accepted  In 
GompenBation,  or  set  off,  to  the  debt  to  the  amonnt  of  325  millions; 
also  that  125  milUons  shonld  he  received  in  notes  of  the  Bank  of 
France;  and  that  the  sum  of  98,400  franca,  which  remained  dne 
to  the  city  of  Paris  ailer  the  payment  of  the  indemnity  shonld  be 
received  as  a  set  ofT  against  the  debt  of  France. 

Besides  the  indemnity  payable  by  France,  f^e  city  of  Paris  had 
to  pay  an  indemnity  of  200  millions  of  francs;  50  millions  in  specie ; 
50  miUions  in  notes  of  the  Bank  of  France;  37^  millions  in  two 
month  bills  on  Berlin,  at  the  exchange  of  8*75  francs  for  the 
thaler;  and  63  miUions  in  bills  upon  London,  at  ax  and  fifteen 
d^  sig^t,  at  the  exchange  of  25*20  franca  for  the  ponnd 
derling. 

The  bills  upon  London  were  boi^ht  at  the  exchange  of  25*3488; 
and  those  on  Berlin  at  an  ezchai^e  of  873*25 ;  Paris,  there- 
fore,  lost  14'88  cents  on  each  pound  sterling,  and  guned  1-75 
cent  on  each  thaler.  The  total  cost  of  the  indemnity  was 
1,965,240-30  francs,  and,  after  it  was  all  settled,  there  remained 
'  AttrUd  u>  tte  /otinial  dtt  SemomitUi,  Nawembtr,  1874. 
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a  balance  of  98,400  fr&aix  in  faTonr  of  Paris,  which,  ai  abore 
said,  was  taken  aa  a  Bet  off  in  favaxa  of  France. 

The  total  operation  was  dirided  into  two  parts;  the  papnentot 
the  fiiBt  two  milliards,  and  that  of  the  last  three. 

The  first  thing  to  be  done  was  to  pnt  tke  GoTcmment  in 
fondfl  to  effect  tLe  payment.  To  do  this  they  negotiated  a  knn 
with  &e  Bank  of  France  of  1,530  miUions,  and  created  two 
pobhc  debts  of  2,225,994,045,  and  of  8,498,744,639  francs. 

The  first  ban  was  aathorised  bj  a  law  of  21st  Jnne,  1871; 
it  was  opened  to  pnblic  snbacription  on  the  27th,  and  made  payabb 
in  17  monthly  instalments. 

The  second  loan  was  authorised  by  a  taw  of  16th  July,  1S7S : 
tiie  eabscriptlon  was  opened  on  ihe  28th,  and  made  pay^le  in 
SI  monthly  instabnents. 

On  the  SlBt  Jnly,  1874,  the  first  loan  was  folly  paid  up,  and  of 
the  second  only  7,136,000  £rance  remained  dne. 

The  Government  being  thns  in  fonds  commenced  its  exdiange 
operations,  and  the  debt  was  finally  liquidated  in  the  Mowing 
way — 

By  Compeneadons 325,098,400  francs 

By  Bank  Notes  and  German  Money      742,334,079  francs 

By  Bills  of  Exchange 4,248,326,374-26  &uia 

To  effect  this  stapendons  operation  all  the  great  banken  in 
Europe  were  invited  to  assist,  and  in  Jnne,  1871,  a  London  agenq 
was  opened,  to  assist  and  to  receive  sabstriptionB  and  billi. 
Other  agencies  were  opened  at  BrasselB,  Amsterdam,  fieriin, 
Frankfort  and  Hamburg.  The  Treasury  gave  its  oorre^wiidenli 
^  to  ^  per  cent,  commission   on  its  first  loan,  and  on  the  moti 

1  per  cent  at  first,  which  was  reduced  to  ^  and  ^.  In  the  fint 
Joan  the  pound  sterling  was  received  at  25*30:  ^^  thaler  at  3*75; 
the  Francfort  florin  at  7  florins  for  4  thalers;  the  marc  bano)  at 

2  marcs  for  one  thaler;  and  Belgian  paper  at  par.  In  the  seoiHid 
loan  the  ponnd  sterling  was  received  at  25*43;  the  thaler  it 
3-76;  the  Francfort  florin  at  2-14|;  the  marc  banco  at  l-87i  fbr 
1  thaler;  and  Belgian  paper  at  par. 

The  exchange  operations  in  London  began  in  June,  1S71,  u^ 
lasted  till  Se{)tember,  1873.    The  exchange  was  at  25-21^  i> 
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June,  but  in  conseqnence  of  acting  someirhBt  too  predpitatelj, 
it  nae  to  36-18|  in  October.  In  1872  the  lovrest  was  25*26^  in 
April,  and  tiie  hi^eet  25*68^  t°  NoTsmber.  In  1873  the 
k>west  waa  25'3S  in  March,  and  the  highest  25'&7^  in  Jttne.  The 
mean  average  of  the  whole  vas  25*1948. 

In  the  contse  of  the  (^ration,  the  TreaEiuy  pnichaeed  120,000 
fiotign  billB,  amounting  in  the  whole  to  rather  more  than  4^ 
milliardB.  It  t^ned  Hobscriptions  in  foreign  conntriea,  and 
receired  foreign  bills  in  parent  of  the  loan  opened  in  Paris. 
The  anbecripdons  to  the  first  loan  oonqirised  213  millions  of 
francs,  and  Oie  enbecriptions  to  the  second  S89  millions,  in  foreign 
biHs. 

H.  Leon  Say  then  gives  some  details  respecting  the  three  classes 
of  pajments  above  named  as  oompensationa;  bank  notes  and 
Qerman  moncj;  and  Bills  of  Exchange. 

The  details  respecting  the  cwnpensation  need  not  detain  ns: 
but  with  r^ard  to  the  second  it  comprised  the  following  items — 

Notes  of  Uie  Bant  of  France 125,000,000 

German  Bank  Notes  and  Money    10S,039,145'18 

French  Gold  Money 278,003,058-10 

French  SUver  Money  289,291,875-76 

The  Germao  bank  notes  and  money  were  collected  from 
the  smns  which  the  Qcrman  armiea  had  bronght  with  them  in  the 
inradoa. 

The  third  class,  viz..  Bills  of  Exchange,  inclnded  German 
bills  taken  at  their  fbU  value,  2,799,514,188-72  francs,  and  other 
foreign  bills  taken  at  their  net  proceeds,  after  dedocdng  all 
charges,  1,448,812,190*54. 

H.  Leon  Say  then  gives  some  details  of  ^le  commercial 
operations  ondettaken  to  support  these  gigantic  payments,  but 
he  at  once  acknowledges  that  it  is  impossible  to  explain  their 
onnplete  theory,  for  the  very  same  reason  which  we  have  already 
given  in  the  preceding  chapter,  §  8.     Ee  says — 

"It  is  not  possible  to  explain  the  opeTati<ms  of  a  portfolio 
which  contains  120,000  bills  of  a  value  exceeding  4  TnillinrAi. 

"'niere  were  all  sorts  of  bills,  from  less  tJian  a  thousand 
francs  to  more  than  five  millions;  some  mentioned  the  pnrchase 
of  merchandise;  oUiers  appeared  only  to  be  fiibricated  for  the 
pmpoee,  imd  destined  themselves  to  be  covered  at  maturity 
by  bills  whidi  were  to  be  created  to  pay  real  transactksis. 
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"  Bank  CrediU,  the  paper  drcnlating  between  head  offion 
and  brandies,  circnlar  exchanges,  pajraents  for  invoices,  the 
remission  of  funds  for  the  ultimate  purchase  (tf  merchandise,  tbs 
settlement  of  debts  abroad  to  France  nnder  the  form  of  conpons, 
shares,  and  commercial  obligations,  were  all  in  these  effects, 
making  np  the  most  gigantic  portfolio  which  was  ever  brongfat 
together, 

"  After  all  this,  to  give  a  detAiled  classification  is  an  abeolntel; 
impossible  task.  One  can  do  no  more  than  determine  the  clssees 
of  the  operation,  and  make  some  general  remarks  on  these  danet, 
and  OD  ijie  importance  and  meaning  of  tlie  btudneea  effected  on 
each  of  them. 

"  Fifl?  years  ago  there  were  no  other  international  <^ratioiH 
than  merchandise  and  money;  merdiandise,  gold  and  silver,  were 
the  onlj  subjects  of  export  and  importj  the  balance  of  conunene 
was  settled  in  gold  and  mlver.  Every  thing  which  was  boo^t 
from  the  foreigner  was  paid  for  in  gold  or  silver,  if  not  in 
merchandise. 

"  One  might  find  then  in  the  statistics  of  the  Custom  Home, 
daia  more  or  less  exact,  but  at  least  real  data  of  the  oomse  of 
bosinefls  between  two  countries;  bat  things  have  greatly  changed 
within  fifty  years. 

"There  has  appeared,  especially  within  Sie  last  twentj-fiTe 
years,  in  international  commerce,  what  may  be  called  a  nta 
article  of  export,  an  article  which  in  every  country  has  acquired 
a  greater  importance  than  any  oth»,  aod  which  has  had  the 
result  of  completely  distorting  the  meaning  of  Custom  Hcoss 
returns.  Thit  neu)  article  is  SecwHiee;  it  is  tianamitting  acnM 
the  frontiers  of  different  States  the  property  of  Capital  bj 
representation,  which  is  easy  to  transport,  viz.,  these  C^itals  <^ 
tiie  form  of  bills  of  exchange,  public  funds,  shues  and  obligatjou 
of  railways  and  other  companies. 

"  To  understand  the  real  course  of  international  busineas,  it  ii 
necessary  to  know  not  only  the  imports  and  exports  of  merchandise) 
the  imports  and  exports  ef  specie,  but  alao  the  import*  and  experlt 
of  Securi^!  and  this  last  class,  which  is  the  most  impcoluit, 
and  which  is  the  key  to  the  two  others,  escapes  all  kinds  (^ 
retuma." 

Now  this  is  exactly  the  doctrine  we  have  been  enforcing  for  so 
many  years,  and  shews  the  profoond  absurdity  of  those  ficonomisls 
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who  exclnde  the  Incorporeal  Property  from  the  Title  of  Wealth, 
sLd  of  those  who  write  books  on  Economics,  and  who  are  either 
ignorant  of,  or  who  ignore,  its  existence,  for  as  we  hare  said,  in 
Buch  a  country  as  this  it  is  the  lai^est  dass  of  property  of 
any.  M.  Leon  Say  dien  gives  some  notices  of  the  imports  and 
exports  of  merchandise,  specie,  and  secnrities,  which  we  need  not 
enter  on. 

We  will  give,  however,  the  final  result  of  the  operationa, 
shewing  the  pieces  in  which  the  debt  was  liquidated — 

Fkymant  of  i  Fiyment  at  8 
MillSudi.  Milli.iJ. 

Bntaaot  Bankol  Fnnee 135,000,000  ..              — 

FienohOold     109,001,602.e(!  ..  1H000,656'2S 

Freuoh  SUvei 63,016,695-  . .  176,375,180-75 

GennAn  Moue?  wd  Buk  Notaa  . .     63,664,116-93  . .      43,485,036-36 

tbtien 812,660,60901  ..2,173.668,312-08 

PmusfoitFlonoB    36,316,752-87  ..  309,311,400-43 

IbrcaBanto    116,676,693-13  „  148,641,868-37 

BdoluHaiioa  —  ..      76,073,609-89 

Dsteh  Fiorina 360,640,831-46  ..               — 

Belgiwi  Frenoa    147,004,646-40  ..  148,700,000 

Ponndl  Sterling 634,699,833-28  ..       13,650,000 

1336,860,367-43     . .  3,153,800,086-38 

Now  we  obeerre  that  the  whole  o!  the  aboTe  sum  that  was  paid 
in  French  specie  was  273  millions  in  gold,  and  239  millions  in 
nlver,  being  somewhat  over  20  millions  sterling,  whereas  4^ 
milliuds,  or  160  millions  sterling,  were  paid  by  Bills  of  Exchange. 
This  fuA  is  especially  worthy  of  notice,  because  some  finandal 
writers  maintained  that  if  England  had  met  with  a  dmilar 
niEfortnne,  she  could  not  hare  p^  sudi  a  ransom,  on  account  of 
the  small  qoantity  of  specie  in  the  country.  These  figures, 
howerer,  shew  that  this  is  a  complete  delusion,  as  England  could 
pay  by  bills,  if  erer  she  were  driven  to  such  a  dire  extremity,  to  a 
&r  larger  amount  than  i'rance;  and  we  see  tbat  in  France 
hertel^  where  specie  it  alleged  to  abound,  the  part  that  was  paid 
in  specie  was  less  tlian  an  eighth  part  of  the  payment  by 
bilk 

If.  Leon  Say  noticee,  as  one  of  the  results  of  the  war,  the 
fiqnidation  of  the  &mons  Bank  of  Hamburg,  fiMinded  in  1619 
in  imitation  of  Oioee  of  Venice  and  Amst^ilam,  fia  the  pnipooe 
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of  securing  a  nnifonii  itandard  (tf  meicsndle  paymeDla,  bj  meau 
of  credit  in  its  books,  which  was  called  the  marc  banco. 

After  the  establishment  of  the  Gennan  £mpire,  it  wu  leaohcd 
to  adopt  a  gold  cnirency;  and  the  marc  banco  of  Hamburg  (wbidi 
was  absorbed  in  the  Empire)  violated  the  new  imperial  ajitem 
in  two  ways;  first  it  was  a  local  monej,  and  all  local  monies 
were  to  disappear  beft>re  the  imperial  cnrrenc^;  and  it  was  s1j&, 
whereas  the  imperial  atondard  was  gold. 

The  marc  banco,  which  was  worth  a  h^  thaler  or  1*87^  banc, 
was  abolished  by  law,  and  the  reichs  thaler  imperial,  of  1-25  fraoc, 
was  snbetitated.  Ilie  bank  was  ordered  to  liqaidate  all  ^ 
accounts  in  fine  silver  by  the  15th  Febrnaiy,  1873;  and  a&er 
that,  any  one  who  had  claims  agunst  the  bank  was  credited  wtii 
a  half  thaler  for  the  marc 

The  preceding  are  examples  of  loans  raised  in  this  ootmtiy 
with  the  consent  of  the  Govemment,  and,  conaeqnentlj,  ererj 
care  was  taken  to  have  them  transmitted  in  each  a  way  as  to 
prodnce  as  little  distnrbance  of  the  exchanges  as  posaibls.  But 
it  has  become  rery  common  for  foreign  GoTemments  to  raise 
loans  in  England,  without  any  sanction  of  the  Government  at  all 
During  the  hite  unhappy  war  ^ia  America,  both  the  belligerent 
OovenunentB  sent  over  enormous  quantities  ctf  their  securities  tx 
stock,  to  be  disposed  of  for  specie  in  the  European  markets  fbr 
what  they  would  fetch,  and  the  proceeds  were  remitted  either 
in  oaiBh  or  bills.  So,  also,  vast  numbers  of  foreign  companiee  of 
all  Borta  seek  to  raise  capital  in  England. 

There  is,  lastly,  to  be  considered,  the  sums  required  by  nsi- 
dents  abroad  for  their  expenditure.  The  drafts  of  the  gmt 
English  and  Bussian  flunilies,  on  their  bankers,  at  home,  aflbct 
the  exchanges  exactly  in  the  same  manner  as  any  other  draftL 

On  Mmitanf  and  PoUtkal  Cmvulsiont  a*  inflvmeing  tti 

18.  As  an  immediate  consequence  of  the  preceding  prindpH 
it  follows  that  a  political  or  monetary  coBTulsion  in  any  countiy 
will  immediately  tnm  the  foreign  exdianges  in  favour  of  Hist 
ooontry,  if  snch  an  event  is  not  prevented  by  the  issue  of  u 
inconvertible  paper  onrrenc^.  The  reason  is  plain,  any  political 
or  mwietai7  cravnlsitHi  is  attended  by  a  gnat  destmctioii  of 
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mdiL  Now,  that  credit,  while  it  exiBted,  performed  the  flinctioiu 
of  money,  bat  as  soon  as  it  is  deatroyed,  there  is  an  intense 
demand  for  money  to  fill  the  void.  Money  rises  enormonsly 
in  vaJne.  Uoltitndes  of  persons  are  obliged  to  sell  their  goods 
at  a  sacrifice.  The  consequence  is  that  money,  having  rises 
gie&tly  in  Tolne,  both  widi  respect  to  goods  and  debts^  an 
immense  qnantity  will  flow  in  from  neighbouring  countries. 
Thus,  in  1801-2  there  was  a  great  commercial  crisis  at  Kamborg. 
Hie  rate  of  discount  rose  to  15  per  cent.  That  immediately 
drained  the  bnlUon  from  the  Bank  of  Engktnd.  In  1825  there 
was  a  great  commercial  crisiB  in  England.  For  a  considerable 
period  the  bank,  by  making  extraTagant  issnes  at  a  low  rate  of 
diaconnt,  had  tnmed  the  foreign  exchanges  against  the  coontiy. 
But.  no  sooner  did  the  crisis  occor  in  December,  than  the  foreign 
exchanges  immediately  tnmed  in  favoor  of  it.  Exactly  the  same 
thing  happened  in  1847.  No  Booner  had  the  crisis  in  that  year 
&irly  set  in  than  the  exchanges  tamed  in  favonr  of  the  conntry. 
In  the  French  revolntion  in  1793,  and  subeeqnent  yeais,  immense 
quantities  of  inconTcrtible  paper  were  issned,  which  kept  all  the 
French  exchanges  in  a  very  depteseed  state.  In  1796  this  paper 
currency  was  annihilated,  and  the  exchanges  immediately  tamed 
in  favor  of  France.  The  same  thing  was  observed  in  1848. 
Things  were  to  be  had  bo  chet^  then  that  multitudes  of  persons 
went  over  to  buy. 


Oa  ihd  Mfeant  of  Gorreeting  an  advtru  Exehangt. 

14.  The  preceding  paragraphs  shew  npon  what  complicated 
causes  these  great  movements  of  buUion  depend,  which  produce 
Each  important  conseqdences.  There  are  three  great  Eooncmiic 
Qnantitiea — Pboducts — Bullioh — and  Debts — all  seeking  to 
be  exchanged,  all  flowing  from  where  they  are  cheaper  to  where 
they  are  dearer. 

Bnt  all  this  vast  saperstructure  of  credit — this  mighty  mass 
of  exchangeable  property — is  based  upon  Gold  Bdlliom.  Dif- 
ferent methods  of  doing  bnsinesa  require  different  qnantitiea  of 
bullion;  bat,  however  perfect  and  refined  the  system  may  be,  we 
most  c«ne  at  last  to  a  baas  of  bullion,  as  its  moderator  and 
Isolator.    If,  Uwrefiure,  the  bnllion  be  snffored  to  ebb  away  too 
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n^idljr,  the  whole  saperstxactnre  is  endangered,  and  then  ennei 
one  of  those  dreadM  calamitiee — ft  monetary  criBiB. 

We  hare  endearonred  to  explain  the  different  canBes  whicti 
pTodnce  an  advene  exchange,  bo  that  if  one  takes  phice  the 
proper  corrective  may  be  applied.  If  it  be  canaed  by  a  depre- 
ciated cnrrency,  there  is  no  cure  bat  a  restoration  of  the  correm^ 
to  ita  proper  state. 

When,  however,  it  arises  (h)m  a  balance  of  indebteduees 
Cicaa  commercial  transactions,  there  are  bnt  two  methods  <>( 
correcting  it — an  export  of  produce,  and  A  aiBB  IM  THB  ritb  Of 
DlflOOUMT. 

It  used  to  be  a  favoorite  doctrine  that  as  adverse  exchange  was 
in  itself  an  inducement  to  export,  on  acoonnt  of  the  preminm 
at  which  bills  conld  be  sold.  What  tnith  there  was  in  tbis 
doctrine  can  only  be  known  to  those  actoally  ei^aged  in  Boch 
operations.  Bnt  a  very  much  more  certain  means  of  prodndng 
an  export  of  goods  is  a  lowering  of  their  price. 

This  was  one  of  the  fimdamental  objects  of  the  f^-amers  of  the 
Bank  Act  of  1844.  They  truly  observed  (hat  the  pdces  of 
goods  had  often  been  miduly  inflated  by  the  excessive  creafioD 
of  credit,  while  gold  ww  nqndly  flowhig  out  of  the  ooontiy. 
Thns,  ^en  prices  were  kept  too  high  here,  nothing  but  gdd 
would  go.  One  object  of  (hat  Act  was,  therefore,  by  cansJng  • 
gradual  and  compiUsory  contraction  of  credit  as  bullion  ebbed 
away,  to  lower  the  prices  of  goods  and  encourage  an  export  of 
tbem. 

The  reasoning  of  the  framers  of  the  Act  was  undoubtedly 
correct  in  that  respect.  Bat  the  only  thing  is,  whether  the  same 
object  might  not  be  attained  another  way.  This  is  not  the 
place  to  discass  fitlly  the  policy  of  that  Act,  because  there  are 
several  other  conflicting  theories  involved  in  it,  which  we  canoot 
flilly  discass  nntil  we  come  to  the  consideration  of  a  commenMl 
crisis. 

It  is  sufficient  to  say  here,  that  all  the  objects  t^  that  Act  ve 
obtained  by  paying  proper  attention  to  raise  the  rate  of  discomit 
rapidly  aa  bnllion  flows  out.  If  the  Directors  of  the  Bank  had 
understood  and  acted  upon  that  principle,  there  never  voold 
have  been  any  necessity  for  the  Act  It  is  tnte  we  Gamnt 
blame  them  too  moch,  as  before  1833  they  were  prohilnted  bf 
law  fl»m  raising  it  above  5  per  cent.,  a  rate  whoUy  inadeqnala 
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to  dieok  a  great  outflow;  and  for  aumj  jeaxB  Aers  was  a  great 
prejudice  againBt  doing  so. 

We  have  obeerved  that  a  difi^Dce  in  the  rate  of  diecoont 
between  any  two  conntries  more  than  anfficient  to  paj  for  the 
transniesion  of  buUion,  caoBea  a  flow  of  btillion  fnon  one  to  the 
odier.  But  it  most  be  remembered  that,  as  all  the  cost  of  the 
transmiBsion  both  ways  Mb  npon  the  operator,  the  differ^oe 
vill  be  more  considerable  than  might  appear  at  first  sight.  And, 
if  th&f  be  three  months'  bills,  of  conrae  the  profit  reEq>ed  will  be 
«nly  one-fourth  of  the  apparent  difference.  Thus,  Mr.  Geechen 
aajs,  Uiere  mnst  be  a  diifference  of  2  per  cent,  between  London 
and  Paris  before  the  operation  of  sending  gold  over  from  France 
for  the  sake  only  of  the  higher  interest  will  pay.  And  between 
other  continental  cities,  of  course,  the  difference  may  be  much 
greater. 

But  whatever  the  difierence  may  be,  the  method  is  absolutely 
certain.  Directly  the  rate  of  discount  rises  here,  people  cease 
to  export  bullion  from  here,  and  the  continental  batiera  and 
brokers  increase  their  demand  for  English  bills.  And  as  the 
rate  rises  the  demand  will  increase,  until  at  last  the  price  reaches 
the  specie  point,  and  gold  b^ng  to  Sow  in ;  and  aa  the  nte  rie^ 
more,  more  poweofnl  will  be  the  attraction,  until  at  last  the 
y  eqoihbrinm  is  lesiaxei  between  bullion  and  credit. 


15.  We  must,  however,  notice  one  very  remarkable  occasion 
oa  which  this  law  did  not  seem  to  act,  and  that  is  during  t^e 
great  monetary  crisis  and  panic  of  1866. 

Upon  examining  the  table  given  afterwards,  shewing  the 
Tarifttions  in  the  rates  of  discount  by  the  Banks  of  England  and 
France,  from  1857  to  1866,  it  will  be  seen  that  very  often  they 
vere  exactly  the  same,  sometimes  a  difference  of  \  per  cent. ;  and 
very  seldom,  indeed,  more  than  one  per  cent,  difference  between 
them.  Since  the  beginning  of  that  year,  however,  the  difference 
was  constantly  2  per  cent.,  and  it  gradually  increased  to  S,  4,  and 
even  6  per  cent.  All  the  while  that  the  storm  was  visibly 
gathering  and  then  r^^  in  Enghtnd,  the  Bank  of  France  was 
in  a  BttAe  of  the  greatest  serenity.  On  March  Slst,  when 
discount  in  England  for  a  very  short  period  was  lowered  to  6  per 
cent.,  in  France  it  was  %  and  while  it  gradn^y  rose  here  to 
7)  8, 9,  and  10,  it  only  advanced  to  4  per  cent,  in  France,  and 
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nmamed  etoadil;  at  Uiat  rate  for  a  month.  More  than  that, 
TbQe  theae  high  rates  in  England  were  nnable  to  pterent 
a  severe  foreign  drain,  the  Bank  of  Frai^se  was  rapidly  gaining 
large  qttantitiea  of  bullion,  while  discount  was  only  i  per  cent. 
In  Jnne,  while  diaooont  was  10  per  cent,  here  the  bnllioa  in 
the  vanlta  of  the  Bcutk  was  only  £11,878,775,  the  bollion  in  die 
Bank  of  France  exceeded  £22,000,000. 

This  most  remarkable  and,  indeed,  nnprecedented  state  of 
matters  actnally  led  many  persons  to  question  the  troth  of 
the  law,  that  a  high  rate  of  disconut  attracts  bnllioD  from  foreign 
coantries,  and  keeps  it  in  the  conntry,  and  to  maintain  tiiat  the 
rates  ought  to  be  quite  independent  of  each  other.  To  soppoM^ 
however,  that  a  law  is  &lse  which  is  fotmded  on  the  widest  and 
long-oontinned  experience  ia  every  conntiy,  shewB  a  has^  stfle 
of  argument.  When  the  moon  ceases  to  sway  the  tidee,  then- 
bat  not  till  then — will  the  r^  of  disoonnt  cease  to  attract  the 
flood  of  bullion.  To  ar^ie  &om  the  single  case  of  Uiis  criw 
that  the  law  is  folse,  is  jnst  as  absnrd  as  if  a  maa,  seeing  a  har  of 
iron  filing  down  to  the  earth,  and  a  balloon  rising  up  froci 
the  earth,  were  to  maintain  that  the  law  of  gravitation  ii 
ftlee.  Or  if  he  were  to  eay  that  there  is  no  Bach  thiDg  tt 
gravity,  because  a  drop  of  water,  or  a  fly,  can  adhere  to  the 
ceiling.  The  law  itself  is  perfectly  true,  and  acts  nnivenall;, 
but  there  may  be  other  circumstances  which,  on  particnlff 
occasionB,  may  coonteract  its  effects.  The  action  of  (he 
moon  on  the  tides  is  constantiy  counteracted  or  ^gravatcd  b; 
furious  gales  of  wind.  In  the  chapter  on  Exchanges  m 
pointed  out  that  there  are  aeverat  causes  which  inflneitce 
the  flow  of  bullion,  which,  at  any  time,  may  act  in  the 
same  or  opposite  directions.  Of  these  (he  rate  of  discotmt  ii 
only  on«,  and  at  particular  times  it  may  be  overpowered  I7 
Bome  oilur  consideration.  Kow,  with  respect  to  the  rate  of 
discoont  here,  the  Money  Market  was  liable  to  more  seToe 
disturbance  than  in  France,  on  account  of  the  mulljtade  of  new 
cranpanies,  eq>ecially  the  new  Finance  Companiea,  and  also  the 
connection  of  so  many  of  our  Banking  Gconpanies  with  the  East. 
The  qnantity  of  "finance"  paper  afloat  created  the  greatert 
uneasiness  here  ta  a  veiy  considerable  time,  and  this  was  well 
known  abroad.  It  was  fully  expected  that  there  would  be  grest 
diiasters  among  the  banks;  and,  as  if  these  &iled,  it  was  afoetei 
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tiiat;  merchanta  would  Ml  too,  the  rate  of  discount  gtiled  to 
attract  sapplies,  becanae  it  was  feared  that  the  whole  principd 
would  be  loet  In  conseqnence  of  this,  great  qnautities  of  long- 
dated bills  on  England  were  hurried  orer  here  uid  torned  into 
ctah,  whic&  was  exported  at  any  sacrifice.  It  waa  jnst  the  same 
in  18S9.  It  was  generally  expected  then  that  the  Bank  of 
England  was  going  to  stop  payment.  The  conseqnence  waa,  as 
ve  have  stated  elsewhere,^  that  long-dated  bills  held  abroad  were 
hnrried  over  here  for  immediate  reaUsation;  and  the  proceeds 
withdrawn  as  speedily  as  possible.  This,  of  conrse,  wonld 
equally  prevent  specie  being  imported  here,  notwithstanding  tbe 
hi^  rate  of  disconnt.  It  is  perfectly  well  known  that  this  canse 
operated  to  a  great  extent  during  the  crisis  of  1866.  Howerer, 
when  all  danger  of  this  bad  passed  away,  the  rate  of  discount 
piodaced  its  natnral  effect,  and  gold  rapidly  flowed  ia,  thns 
indicating  the  entire  truth  of  the  law. 

With  req)ect  to  the  Bank  of  France  the  explanation  is  also 
Bsiiy.  There  was  no  commercial  crisia  there,  but,  unhappily, 
Btiong  expectations  of  war.  Consequently,  mercantile  enterprise 
vas  curbed,  and  specie  naturally  flowed  into  the  Tanlts  of  the 
Bank  of  France.  Also,  in  anticipation  of  war,  the  Government 
of  Italy  suspended  cash  payments  and  adopted  paper  money. 
This,  of  course,  produced  its  natural  effect  in  driving  specie 
oot  of  the  ooontry,  and  it  also  naturally  first  went  te  the  Bonk  of 
France. 

These  drcomstances  are  quite  sufficient  to  explain  the  remarkable 
phenomena  alluded  to. 

But  it  ia  much  to  be  regretted  that  no  Parliamentary  inquiry 
was  made  into  the  circumstances  of  the  panic,  as  no  doubt  much 
valui^le  information  would  have  been  elicited  about  a  phenomenon 
■onnosnaL 

The  state  of  indebtedness,  however,  may  be  so  great  as  to 
deepen  an  adverse  exchange  into  a  monetary  crisis,  but  what 
may  become  advisable  to  be  done  in  such  an  emergency,  we 
most  defer  discussing  until  a  future  chapter,  when  the  policy 
of  the  Bank  Act  of  1841  is  examined. 

>  Tktorl  Bad  Awft'w  •)/'  BanJciiif,  A.  9,  f  75. 
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CHAPTER    Xyi. 


ON  SOME  THEORIES  OP  CURRENCY. 

1.  It  now  becomes  our  essential  and  moet  importaiit  duty  to 
invefltigate  some  Theoriea  of  Currency,  which  have  acquired 
great  celebrity,  not  only  from  tbeir  blBtorical  interest,  as  baTing 
led  to  Bome  of  the  meet  extraordinary  and  beartreading  public 
calamities  on  record,  bnt  because  they  aie  etill  extennTdj 
believed  in  at  the  present  day.  It  is  of  essential  importance 
not  only  to  lay  the  true  foundations  of  monetary  sdence,  but  ste) 
to  point  ont  the  fundamental  fallacies  upon  vbich  some  epednii. 
but  fatally  delusive,  theories  rest,  which  have  brought  the  nxHt 
disastrous  conseqaences  upon  those  nations  which  have  adopted 
them,  as  will  always  be  the  case  when  the  eternal  laws  of  natnn 
u%  systematically  and  persereringly  violated. 

2.  The  first  of  these  tbeoriea  we  shall  designato  as  LawM, 
not  becaose  John  Law  was  the  original  deviser  of  it,  bat 
because  he  was  the  firat  who  wrote  the  most  formal  treatise  « 
it,  and  he  had  the  opportunity  of  canying  it  oDt  on  tlffi  mut 
extensive  scale.  His  name,  therefore,  mnst  always  be  mort 
prominently  associated  with  it;  and  it  is  one  so  specious,  bnt  so 
dangerous,  and  so  widely  prevalent  at  the  present  time,  1^  it 
requires  to  be  branded  with  a  distinctive  name,  and  to  be  ami- 
bated  with  all  the  power  of  argument  that  can  be  Ivoa^ 
against  it. 

8.  The  question  shortly  stated  is  this.  All  persons,  ei«^ 
those  who  advocate  an  inconvertible  paper  ctnrency,  agree  Hiit 
a  paper  currency  mnst  represent  some  dticle  of  valne,  sod 
bullion  has  been  generally  chosen  for  that  pnrpose.  Now,  tiia 
idea  has  occurred  to  a  great  many  persons — If  it  is  only  neoesKU? 
that  a  paper  currency  should  represent  some  article  of  valne,  whj 
should  it  not  represent  any  or  all  articles  of  value,  such  as  land, 
com,  silk,  or  any  other  commodities,  and,  amoi^  others,  the 
public  Ainds?    And  this  has   actoally  been    tried    in   sevenl 
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instances,  y^t  they  have  muTersally  failed,  and  in  many  cases 
bare  been  attended  with  the  most  dieadM  calamities.  Now,  as 
Uiis  has  anifonntf  happened,  and,  as  we  shall  shew  ftirther  on, 
it  must  happen,  it  neceeearily  follows  that  there  must  be  some 
ndical  error  in  the  principle,  and  that  it  must  violate  some  great 
taw  of  nature.  And  this  is  bejond  all  comparison  the  most 
momentons  problem  in  Economics — Why  is  it  improper  to 
issae  a  paper  cnrrentT'  on  any  other  basis  than  that  of  bollion  1 
All  the  most  eminent  British  statesmen  have  instinctivelj' 
TCffisted  snch  proposals,  althongh  repeatedly  pressed  to  do  so. 
No  donbt  it  has  been  a  most  fortunate  instinct  for  Uie  country ; 
bat  all  their  reasoning  on  the  subject,  if  only  pnrsned  to  their 
legitimate  consequences,  tend  to  that  result.  The  Bank  Act  of 
IHi  was  the  first  occasion  on  which  a  small  bit  of  this  theory  was 
introdnced,  which,  if  only  foUowed  oat  to  its  legitimate  conclusion, 
mold  produce  in  this  country  the  horrors  of  the  Mississippi 
scheme  in  France.  Bat  though  Uie  British  ParUament,  by  a 
blind,  unreasoning  instinct,  has  always,  with  the  exception  just 
named,  resisted  such  &tal  advice,  this  will  not  satdsi^  the  demands 
of  science.  Science  imperatively  demands  a  reason  why  such  a 
plan  is  wrong;  she  will  not  be  satisfied  with  a  simple  dogmatic 
anertion  that  it  is  wrong,  even  though  that  dogma  may  be  right, 
bnt  she  most  know  the  reason  why ;  and,  until  a  true,  scientific 
reason  is  given  why  sach  plans  are  fatal,  there  will  be  a  constant 
demand  for  them. 

4.  It  is,  moreover,  the  thing  which  baa  brought  the  name  of 
Lew  into  such  unhappy  notoriety.  Law  has,  in  many  respects, 
veiy  great  merit  as  a  writer.  In  many  respecta  he  had  clearer 
and  flounder  views  on  monetary  science;  he  had  infinitely  more 
practical  insight  and  scientific  knowledge  of  what  he  was 
writing  about,  than  the  most  eminent  of  modem  political 
economists.  In  his  various  writings  is  to  be  found  the  refatation 
<tf  all  the  absnrd  follies  of  the  Goremment  and  of  the  Bank  of 
England  in  1811.  Bnt  all  this  was  marred  I7  a  single  defect. 
He  was  the  great  advocate  of  what  is  now  the  popnlar  cry — 
basing  a  paper  currency  upon  any  article  of  valne  beside 
bnUion.  The  only  difference  between  him  and  our  greatest 
Btatcsmen  is  that  he  carried  out  their  argnmests  to  their  legitimate 
cmdnsioi).  He  had  the  c^^Ktrtuinty  of  canying  t^is  theory 
z  2 
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into  effect,  &ai  the  result  has  been  to  obecnre  all  hie  other  meiili^ 
and  brand  him  for  ever  as  a  charlatan.  What,  then,  vaa  hii 
error? 

5.  Upon  dfting  his  theory  to  discover  his  error,  we  shall 
obtain  one  of  the  moet  beautiful  trinrnphs  of  pore  reasoning  lo 
be  fonnd  in  anj  science.  We  shall  fiad  that  the  plas^ 
scheme,  vhich  we  shall  designate  by  his  name,  is  fonnded  upon  ■ 
direct  contrsTention  of  the  fundamental  conception  of  the  natnre 
of  a  Currency  which  we  have  estabUshed  in  this  vork,  and  Hw 
proposition  which  directly  fiowed  from  it,  viz.,  that  whtn  Sun 
it  no  Debt,  there  can  be  no  Ctjsrency.  We  shall  find  that  these 
awftU  monetaTy  cataclysms  which  have  shaken  nations  to  their 
foundations,  prodacing  calamities  more  fell  than  &mine,  tempest, 
or  the  sword,  have  been  bnn^ht  about  by  attempting  to  carry 
into  practice  a  philosophical  fallacy  which  involves  a  contiadictioD 
in  terms. 

6.  It  is  impossible  to  say  who  first  invented  the  theoiy  we 
are  going  to  notice  ;  in  fact,  it  must  have  sprung  up  indigenonslj 
among  almost  any  people  who  began  to  form  theories  of  Paper 
Currency.  Several  persons  about  the  same  time  seem  to  have 
hit  upon  it.  The  earliest  we  know  of  was  a  certain  Mr.  AsgiU. 
a  Member  of  Parliament,  who  paid  mnch  attention  to  commer- 
cial questions.  The  most  notorious  precursors  of  Law  were  Dr. 
Hugh  Chamberlain,  who  brought  forward  a  rival  scheme  to  the 
Bank  of  England  in  1693,  and  Mr.  Briscoe,  one  of  Uie  dilef 
promoters  of  the  Land  Act  iu  1696.  Chamberlain's  ideas  wiU 
be  noticed  a  litDle  further  on.  He  strongly  accused  Law  ft 
having  stolen  his  ideas  from  him,  which  Law  strenuously  repu- 
diates, and  points  out  the  distiuction  between  them,  and  it  mmt 
be  allowed  that  Law's  ideas  were  not  so  extravagant  as  Ghamba- 
lain's.  Law  first  pubUshed  his  theory  in  a  tract,  called  "Money 
and  Trade  Considered,"  at  Edinburgh,  in  1705.  He  was  the 
son  of  a  goldsmith,  and  of  dissipated  habits,  but  of  an  extremely 
acuto  intellect ;  and,  up  to  a  certain  length,  his  views  are 
Bt^acious  and  correct — much  more  so,  indeed,  than  those  of 
many  vniters  of  tiie  present  day.  He  observed  the  extreme 
poverty  and  barbaronsneas  of  Scotland,  vhich  he  thonght  mi^t 
be  cuKd  by  bringing  an  additi<mal  qiuntity  of  maa.ej  into  the 
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anntrj;  and,  as  silver  w&s  scarce,  he  attempted  to  devise  a  scheme 
tot  proridiug  a  sabetitnte  for  it. 

7.  He  begins  by  many  veiy  Botmd  and  acnt«  remarks  on  the 
value  of  commoditiee,  and  the  causes  c^  their  change  of  value. 
He  describes  the  qualities  which  fitted  silver  to  be  used  as 
money,  above  every  other  commodity.  He  attributes  the  very 
iaconsiderable  trade  of  Scotland  to  the  small  quantity  of  money 
she  poBseflBed.  This  is  the  first  fundamental  foUacy,  because  the 
&ct  was,  it  was  just  the  reverse;  Scotland  had  little  money 
b«aut»  she  had  little  trade.  He,  however,  perceived  Uie  fallacy 
of  lowering  interest  by  law.  He  then  goes  on  to  con»der  the 
TgrioUB  means  which  have  been  employed  to  increase  the  qnaatity 
of  money.  He  says  that  acoQe  conntriea  have  raised  money 
in  the  denomination;  some  have  debased  it;  some  have  prohibited 
its  export  under  the  severest  penalties;  some  have  obliged 
traders  to  bring  home  bullion  in  proportion  [to  the  goods  they 
imported.  But  he  says  that  all  these  measures  have  been  futile 
and  vain,  and  none  of  them  have  been  found  to  increase  or 
preserve  money.  He  then  says  /hat  the  only  effectual  method 
hiUierto  discovered  fbr  the  increase  of  money,  was  the  erection  of 
banke.  He  then  describes  various  -  banks.  Some  made  it  a 
prindple  to  issue  no  more  notes  than  they  had  of  actual  bullion. 
He  then  mentions  the  Bank  of  England,  and  the  superiority 
of  its  notes  over  those  of  the  goldsmiths.  He  then  describ^ 
the  Bank  of  Scotland,  and  says  that  it  issued  notes  to  four 
or  five  times  the  value  of  the  money  in  the  Bank,  which  he 
very  justly  says  were  equivalent  to  so  much  additjoual  money- 
He  then  points  out  the  absurdil?  of  supposing  that  raising 
t^e  denomination  of  the  money  added  to  its  value,  that  if  the 
shilling  was  raised  to  18d.,  it  paid  debts  by  two-thirds  of  what 
was  due,  bat  did  not  add  to  die  money;  "for  it  is  not  the  sound 
(^  the  denomination,  but  the  value  of  the  silver  is  considered." 
The  wonderful  philosophers  of  1811,  no  doubt,  looked  down 
with  prodigious  disdain  upon  Law,  but  they  might  have  studied 
him  with  advantage.  He  then  points  ont^  with  much  detail, 
the  &aud  and  inutility  of  tampering  with  the  currency.  He 
describes  the  additional  effect  which  (stedit  may  give  to  money  j 
but  says  that  credit  which  promises  a  payment  of  money,  cannot 
well  be  extended  beyond  a  certain  proportion  it  ought  to  have  with 
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the  monej.  Nothing  can  be  more  jndidoiu  and  sound  than  hk 
remarks  upon  credit— that  it  must  always  larj  in  pnqrartioa  to 
the  metallic  basis  it  is  built  npon;  and  np  to  this  point,  his 
sagacity  and  penetration  are  in  advance  of  the  doctrinea  of » 
centmy  later;  bat  here  is  the  bonndaiy,  after  which  he  plnnget 
into  that  &tal  and  delusive  fallacy,  whidi  is  the  distinctive  ftoton 
of  what  we  denominate  Lavtsm. 

8.  Thinking  tiiat  money  was  so  scarce  in  Scotland  that  uf 
credit  that  conld  be  boilt  npon  it  woold  be  insignificant,  be 
■ays: — 

"  It  remains  to  be  conudered,  whether  any  other  ffxxk 
than  rilver  can  be  made  money  with  the  same  safe^  and 
convenience. 

"  From  what  has  been  said  abont  the  nature  of  money,  it  if 
evident  that  any  otfur  goods  which  have  the  qualities  nectnanj 
in  mojwy,  lUT  be  hade  vonet  eqital  to  theis  talds  with 
safely  and  convenience.  There  was  nothing  of  hnmonr  or  ftusj 
in  nuking  silver  to  be  money;  it  was  made  becanae  it  was  thought 
beat  qnalified  for  that  nse.         * 

"I  shall  endeavonr  to  prove  that  another  money  may  be 
eetablished,  with  all  the  qnaJities  necessary  in  money  in  a  greater 
degree  than  silver." 

9.  He  then  proceeds^  to  shew  at  great  length  that  silver  bad 
some  pectiUaritiefl  that  disqualified  it  from  being  the  best 
snbetance  to  form  money  of;  that  it  varied  in  value;  that  it 
had  increased  mach  fii8t«r  in  quantity  thim  the  demand  for  it, 
and  had,  therefore,  tUlen  much  in  value.  In  &ct,  he  tnes  to 
prove  Uiat  silver  had  varied  in  value  more  than  any  other  kind 
of  goods,  within  the  last  two  hundred  years;  that  goods  would 
always  maintun  a  uniformity  of  value,  beconse  they  o^y  increased 
in  proportion  to  the  demand;  that  land  would  always  rise  in 
valne,  becaose  the  quantity  would  always  remain  the  same,  bot 
the  demand  would  continually  increase;  but  that  silver  would 
always  foil  in  valne,  as  the  qnanti^  increased  faster  than  the 
demand. 

10.  Law  then  proceeds  to  deny  that  he  had  taken  his  ideas 
fnsa  Chunberiain,  of  which  the  latter  had  acensed  him;  and  it 
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ffloBt  in  candour  be  admitted,  that  his  ideas  vere  many  degrees 
lets  mad  tliaii  those  of  Chunberlain.  Law  aaeerts  that  he  had 
foimed  his  achemes  many  years  before  he  had  seen  any  of 
Chamberiain's  papers — "  Land,  indeed,  is  the  value  npon  which 
he  fbnnds  his  proposals,  and  'tis  npon  land  that  I  found  mine; 
if  for  Uiat  reason  I  have  encroached  npon  his  proposal,  the 
Bank  of  Scotland  may  be  said  to  have  done  the  same.  There 
vere  banks  in  Europe  long  before  the  doctor's  proposal,  and 
books  have  been  written  on  the  subject  before  and  since.  The 
fbundation  I  go  upon  has  been  known  so  long  as  money  has 
been  lent  on  land,  and  so  long  as  an  heritable  bond  has  been 
equal  to  a  qoantJty  of  land." 

11.  The  difierence  between  Chamberlain's  theory  and  Law's 
was  this.  Chamberlain  mdntdned  that  if  land  was  mortgaged 
for  100  years,  it  was  a  good  security  for  100  times  its  annual 
value:  BO  that,  if  a  man  had  landed  properly  worth  £1,000 
ft-year,  and  if  he  mortgaged  it  for  100  years  to  the  State,  the  State 
might  issue  notes  to  him  to  the  amount  of  £100,000,  which  were 
to  be  declared  equal  to  value  in  silver,  and  made  legal  teider  for 
their  nominal  value.  Now,  if  this  theory  be  tme,  there  is  no 
good  reason  why  land  should  be  pledged  for  only  100  years;  why 
not  for  one  millioQ  years?  which  would  do  the  thing  on  a  some- 
what more  magnificent  scale.  But  what  need  of  stopping  there? 
Why  not  plei^e  it  to  all  eternity?  And  then  every  inch  of 
property  might  be  covered  with  paper  notes,  and  they  might  be 
piled  h^h  enough  to  reach  the  moon,  where  the  deviser  of 
this  scheme  would  probably  find  his  lost  wits.  Law  properly 
pomta  out  that  the  fallacy  of  this  theoty  was,  that  Ghamb^lain 
assumed  that  the  value  of  £100  to  be  pmd  100  years  hence,  is  still 
£100.  He  says,  "No  anticipation  is  equal  to  what  abeady  is;  a 
year's  rent  now  is  worth  fifteen  years'  rent  fifty  jears  hence, 
because  that  ntoney  lent  out  at  interest  by  that  time  will  produce 
»  much."  But,  says  Lord  Macanlay,  "On  this  subject  Chamber- 
lain was  proof  to  ridicule,  to  argument,  even  to  arithmetical 
demonstration.  He  was  reminded  that  the  fee  simple  of  land 
would  not  sell  for  more  tiian  twenty  years'  purchase.  To  say, 
therefore,  that  a  term  of  100  years  was  worth  five  times  as  mudi 
as  a  term  of  twenty  yeare,  was  to  say  that  a  term  of  100  years 
ffes  worth  five  times  the  fee  simple;  in  otiier  words,  that  a 
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hundred  was  fire  tunes  infinity.  Thoee  who  nasoned  tbnB  wera 
refbt«d  b;  being  told  they  were  nBnrers;  and  it  shonld  seem  Uut 
a  large  nnmber  of  country  gentlemen  thonght  die  refhtalkii 
complete." 

12.  Law's  theory  was  to  calcnlate  the  ralae  of  the  fee 
.  ample  of  the  land  at  twenty  years'  pnrchase,  and  to  coin  notes 
to  tiie  Talne  of  that  amount,  and  advance  them  to  the  owner 
of  the  land.  This  plan,  therefore,  had  a  limit,  however  abenid 
it  was.  It  was  bonnded,  in  the  first  instance,  by  the  valoe  of  Uie 
land  expressed  in  silTer  money,  bnt  Chamberlain's  had  poeitiTdy 
no  limit  at  all  to  cany  it  ont  to  its  Aill  length;  the  advanoe 
might  be  mode  to  infini^ ;  conseqaently,  in  mathematical  langnagt^ 
we  should  say  that  Chamberlain  was  it^Uely  more  mad  this 
Law. 

18.  Law  shewed  that  notes  issued  npon  Chamberlain's  plan 
would  immediately  &11  to  a  heavy  discount;  but  yet  be  says,  that 
though  £500  of  these  notes  were  only  equal  to  £100  in  nlTer, 
yet  the  nation  would  have  the  same  advantage  by  that  £500  in 
notes,  as  if  an  addition  of  £100  had  been  made  to  the  aha 
money. 

"  So  far  as  thete  bUla  foil  under  the  vabie  of  silver  mon^, 
to  far  would  exchange  with  other  countries  be  raised,^  And  if 
goods  did  not  keep  their  price,  i.  e.,  if  they  did  not  sell  for  a 
greater  quantity  of  these  bills,  equal  to  the  difference  betviit 
them  and  silver,  goods  exported  would  be  undervalued,  and  goodg 
imported  would  be  overvalued. 

"  The  landed  man  would  have  no  advantage  by  this  prt^xml, 
unless  he  owed  debt,  for,  though  he  received  £50  of  these  bilb 
fat  the  same  quantity  of  victuals,  he  was  in  use  to  receive  £10 
silver  money  ;  yet  that  £50  would  only  be  equal  in  value  to  £10 
of  silver,  and  purchase  only  the  same  quantity  of  home  or 
foreign  goods. 

"  The  landed  man  who  had  his  rent  paid  him  in  money,  wmld 

<  Thii  u  tlie  flnt  ooouian  that  we  an  iwire  of  on  which  tha  great  (fliqlt, 
that  ■  deprMiUtiaD  ot  th«  papar  ciunnsj  would  piodnoe  'a  tall  in  the  fcnigi 
■sehangM,  wUeh  waa  w  ardsDtlj  sontaated  in  Ifill,  and  rabuqiuiit  ^Mn,  it 
aaaarted.  And  it  ha*  aU  the  man  maiil,  that  it  ii  a 
otaCfToliM. 
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be  ft  great  loeer,  for,  by  as  mncli  as  these  bills  were  under  the 
T&hie  of  silver,  he  would  receive  bo  mnch  less  than  before. 

"  The  landed  man  who  owed  debt,  would  pay  bis  debt  with  a 
less  value  than  was  contracted  for,  but  the  creditor  wonld  lose 
what  the  debtor  gained." 

Oh-'  that  the  philosophers  of  1811  had  only  pondered  over  this 
extruct  from  John  Law. 

14.  Law  then  shews  that — 

"  Notwithstanding  any  Act  of  Parliament  to  force  these  bills, 
they  would  fall  mach  nnder  the  value  of  silverj  but  allowing 
that  they  were  at  first  equal  to  silver,  it  is  next  to  impossible  that 
two  different  species  of  money  shall  continae  equal  in  value  to  one 
another. 

"  Everything  receives  a  value  from  its  use,  and  the  value  is 
rated  according  to  its  quality,  quantity,  and  demand.  Though 
goods  of  different  Uads  are  eqna!  in  value  now,  yet  they  will 
change  their  value  frvm  any  unequal  change  in  their  quality, 
quantity,  or  demand. 

« And  as  he  leaves  it  to  the  choice  of  the  debtor  to  pay  in 
silver  money,  or  bills,  he  confines  tihe  value  of  the  bills  to  the 
value  of  the  silver  money,  but  cannot  confine  tlie  value  of  the  ' 
nlver  money  to  the  value  of  the  bills,  so  that  these  bills  most  fall 
in  value  as  silver  money  &11b,  and  may  &11  lower,  may  rise  above 
the  value  of  these  bills,  but  these  bills  cannot  rise  above  the  value 
of  silver." 

15.  Law  succeeds,  with  great  skill  and  acumen,  in  exposing 
the  wild  insanity  of  Chamberlain's  plan,  and  tanly  predicts  the 
leenlts  which  wonld  follow  from  it,  or  at  least  some  of  them, 
for  there  are  many  important  ones  he  has  omitted.  The  exact 
consequences  which  he  predicted  were  manifested  in  Ireland, 
and  England  a  centnry  later ;  and  the  sentences  we  have  quoted, 
if  we  did  not  know  their  origin,  might  have  been  supposed  to 
have  been  written  to  rebuke  the  folly  of  the  Directors  of  tfae 
Banks  of  Ireland  and  England,  and  tJie  mercantile  witnessee  of 
1804  and  1810.  But  having  demolished  Chamberlam,  be  comes 
to  his  own  proposal,  which  he  says  is  "  to  make  money  of  land 
equal  to  its  value,  and  that  money  to  be  equal  in  valm  to  nlver 
WOTwy,  md  not  liable  to  /all  in  valm  at  lUvar  money  /allt." 


.day  Google 


346  PRINCIPLB8  OF  BC0K0MIC8.  Chi».XVL 

He  then  Bays,  "  Any  goods  that  have  the  qualttieb  vxcBaauT 

m  HOSEY,  HAT  BE  HADE  HOKET   EQDAJ.  TO  THEIR   TALDK.     FiTt 

otmces  of  gold  U  eqoal  in  Talue  to  £20,  and  msj  be  made  mmej 
to  that  value;  an  acre  of  land,  rented  at  two  bolla  of  victual,  the 
victual  at  £%,  and  land  at  twenty  years'  porcbiue,  is  equal  to  £20, 
and  may  be  made  money  equal  to  that  value,  for  it  has  all  tJie 
qualities  neceeaary  in  money." 

16.  In  this  eentence  ie  concentrated  the  whole  essence  of  that 
eternal  delusion,  so  apeciona  and  planaible,  and  bo  fittal,  whidi 
we  designate  as  LAWISU.  It  is,  indeed,  nothing  bnt  &t 
fltnpendoDB  fallacy  that  money  reprMenta  commoditita,  and  tkd 
paper  eurreney  may  be  bated  upon  eommodiliei.  This  delnsioii 
is  deeply  prevalent  in  the  pnbhc  mind  at  the  present  day,  and 
probably  there  are  few  persons,  except  those  who  have  ebidied 
the  tme  philosophical  principles  of  Pohtical  Economy,  wboie 
views  are  not  deeply  tainted  with  this  infectioD.  Ko  man  tIn 
does  not  thoroughly  understand  the  great  fnndamentd  dodme 
established  by  Turgot  and  others,  thai  money  does  not  rtpnmii 
eotamodiUet,  can  ever  have  sonnd  ideas  on  this  subject  Mosxr 
DOEB  NOT  SBPBEBENT  COHHODITIEB  AT  ALL,  BUT  OMLT  DEBT,  Ot 
8EBVI0ES  DTIE,  WHICH  HAVE  NOT  TET  RECEIVED  THEtB  EQDIVALEHT 

ra  oouMODmES.  Now,  the  views  of  Law  are  much  more 
extensively  prevalent  than  is  generally  sappoeed.  All  those  «bD 
think  that  there  is  any  necessary  connection  between  the  quantitj 
of  money  in  a  count^  and  the  quantity  of  commodities  in  itafe 
influenced  by  them.  Take  the  case  of  a  private  individual.  Is 
there  any  necessary  relation  between  the  quantity  of  vaacej 
he  retains,  and  the  qnantity  of  commodities  he  pnrcliaBeB?  The 
quantity  of  money  he  has,  is  just  the  quantity  of  debt— cf 
services  due  to  him — which  he  has  not  yet  parted  with  fijr  sonn- 
thing  else.  It  is  the  quantity  of  power  of  purchasing  oon- 
moditaes  he  has  over  and  above  what  he  has  already  expended. 
And  the  quantity  of  money  a  nation  pcmsesses  U  simply  Uu 
quantity  of  accumulated  industry  it  possesses  over  and  abon 
all  conunodities,  but  they  have  no  relation  whatever  to  6*di 
otlier.  Now,  money  does  not  represent  oKnmoditJes,  but  it 
represents  that  portion  of  a  man's  industry  whicli  is  preserred 
for  future  use.  Whatever  a  man  earus  is  the  fhiit  of  his  indnstrj, 
mon^  indnded;  and  none  of  ibeee  separate  items  npnetnU 
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u^tfaiDg  else,  tbongh  it  may  be  exchanged  for  other  things. 
Nov,  the  Talue  of  money  depends  upon  ite  relationB  to  what 
it  represents,  namely,  debt,  and  not  to  commodities.  If  money, 
or  cnnency,  increases  fester  than  debt,  or  serrices  doe,  it 
immediately  canses  a  dimiuntion  of  its  vslne.  If  debt  increases 
&8(er  Hum  money  or  currency,  then  the  valne  of  money  is 
niaed.  The  in^lible  consequence,  therefore,  of  an  increase 
of  cQirency,  withont  a  corresponding  uicreaae  of  debt,  is  to 
change  the  existing  proportion  between  debt  and  cnrrency,  and  to 
cause  a  depreciation  of  the  latter  commensurate  to  the  changed 
pn^wrtion.  The  necessary  and  inevitable  conseqaence,  then,  of 
isning  vast  quantities  of  paper  currency  on  the  assumed  valne  of 
poperty,  is  simply  to  cause  a  total  subTersion  of  the  fonndation  of 
all  value  and  of  all  property,  and  to  plnnge  every  creditor  into 
inetrieTable  ruin. 

17.  In  fact,  a  moment's  conaderation  wiU  shew  that  die 
theory  of  basing  a  paper  cmrency  on  commodities,  involves  this 
palpable  contradiction  in  terms,  that  one  can  bu7  coHUODirjEa 
AHD  AUO  HATE  THE  HONET  AS  WELL.  When  a  man  buyB 
ccomnodities  vith  money,  he  gives  either  a  portion  of  his  own 
industry  represented  by  that  money,  or  a  portion  of  some  one 
else's  industry  who  gave  him  the  money.  But  it  is  quite  clear 
thai  ha  amnot  hiy  the  eommodUm  and  keep  his  money  as  well. 
It  is  exactly  the  same  with  a  nation.  A  nation  cannot  buy 
commodities  and  have  the  money  it  bought  them  with  as  well, 
vhlch  is  the  principle  necessarily  involved  iu  isBuiug  paper  cor* 
rency  aa  the  representative  of  commodities.  But  the  money  of 
the  nation  is  the  mode  and  form  in  which  the  acctunulation  of 
industry  which  has  not  yet  been  spent  in  commodities  is  pre- 
served; and  if  a  nation  wants  other  commodities  besides  what 
it  has  got,  it  must  pay  for  them  either  with  money,  or  with  the 
goods  it  has  already.  The  idea  of  baaing  paper  currency  upon 
commodities  is  just  as  wild  and  absurd  as  if  England  were  to 
sell  her  cotton  goods  to  America  for  coin,  and  then  demand  back 
her  cotton  goods.  The  only  result  of  such  an  attempt  carried 
out  into  practice  mnst  be  the  most  tremendons  convulsions,  and 
destmction  of  credit  and  all  monetary  contracts. 

18.  Law,  as  we  have  seen,  immediately  saw  through  it,  and 
exposed  the  ridiculous  absuidily   of  Chamberlain's  proposaL 
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HiB  own  was  that  the  valoe  of  all  the  land  in  Scotland  ehoaU 
be  estimated  at  20  years'  porchaee,  and  that  a  parliamentvx 
oommisBion  shoold  be  appointed  with  power  to  issue  an  incon- 
Tertible  p^>er  onrrenc;  to  that  amoont.  He  Bays — "  The  paper 
money  propooed  will  be  eqnal  in  value  to  silver,  for  it  will  hare  i 
valoe  ia  land  pledged  eqnal  to  the  same  sum  of  silver  mane; 
that  it  is  given  out  for.  .  .  .  Thia  paper  money  will  not  M 
in  value,  as  silver  money  has  foUen  or  may  foil." 

19.  We  mnst,  therefore,  be  careftal  to  be  just  to  Law.  He 
was  no  advocate  of  an  nnlimited  inconvertible  paper  oanwKj. 
Quite  the  reverse.  Bnt  seeing  that  a  convertible  piq)er  cuneni^ 
conld  only  be  based  upon  bullion  to  a  certain  limited  extent, 
preserving  its  equality  in  valoe  with  bollion,  his  idea  was  to 
base  8  paper  cnrrency  upon  some  other  article  of  value.  And 
he  thought  that  it  might  preserve  ita  equality  in  valne  to  alver 
on  an  independent  bads.  His  idea  was,  that  it  was  only  neco- 
sary  to  have  it  represent  some  article  of  value.  But  this  attempt 
was  contrary  to  the  nature  of  things.  Hia  paper  currency, 
though  avowedly  based  npon  things  of  valne,  had  exactly  the 
same  practical  effects  as  if  it  had  been  based  upon  silver.  It  be- 
came redundant,  and  swamped  evetything.  And  the  reason  is 
plain.  It  was  a  violation  of  that  fimdament;al  principle  we  have 
obtained — "  Where  there  is  no  debt  there  can  le  no  curreney."  And 
the  fresh  qnantities  of  cnrrency  issued  on  such  a  princi[^  only 
represent  the  previously  existing  amount  of  debt,  and  then  suffer  a 
necessary  diminution  in  value.  The  necessary  and  inevitable  con- 
sequence, then,  of  issuing  vast  quantities  of  paper  currency  on  the 
assumed  valae  of  property,  is  simply  to  cause  a  total  subvenioa  of 
the  foundation  of  all  valne,  and  of  all  property,  and  to  plunge  eveiy 
creditor  into  irretrievable  ruin. 

20.  To  give  a  foil  account  of  Law's  banking  career  in  Prance, 
would  tax  exceed  our  limits,  and  to  give  an  imperfect  one  would 
be  of  no  use.  We  must,  therefore,  content  oaiselvee  with  re- 
ferring those  of  our  readers  who  want  information  on  the  subject 
to  our  jyieiionary  of  Political  Economy,  Art.  Banking  in  Franct, 
where  a  full  account  of  Law's  scheme  is  given.  It  may  be  sofB- 
cJent  to  say  that  his  career,  like  his  writings,  is  divided  into 
two  distinct  portions.    His  writings  are  on  Banking  and  Papbb 
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CsBDiT,  and  his  acheme  for  Papbe  Monet,  wtuch  are  qnite  dia- 
tinct  from  each  other.  Nothing  can  be  sounder,  or  more  jodi- 
douB  than  the  first.  He  clearly  saw  that  paper  credit  most  be 
limited  by  specie — his  scheme  wsa  to  creato  a  Papsb  "HLosst, 
beyond  the  limits  of  Paper  Credit  based  on  specie,  whidi  he  ex- 
pected would  maintain  an  equality  of  ralne  with  specie.  Multi- 
tudes of  people  have  thou^t  the  same,  and  multitudes  of  pec^Ie 
believe  in  it  to  the  present  hoar.  In  1705  the  Parliament  of 
ScoUaocI  fortunately  turned  a  deaf  ear  to  Law's  specious  pn^toed 
of  creating  P^>er  Money  based  upon  land.  In  1855  the  repre- 
seutatives  of  commerce  in  the  same  city  which  had  rejected  Law's 
plan  150  years  before  memorialised  the  Government,  and  "do  moet 
emphatically  object  to  the  plan  of  restrictiug  the  security  (upon 
vhich  the  paper  currency  is  based)  to  the  possession  of  gold  alone," 
which  is  simply  Lawism. 

Nothing  could  be  more  eztraordiuary  than  the  restoration  of 
proq>enty  caused  by  the  foundation  of  Law's  Bank  in  I7I6.  It 
is  probably  one  of  the  most  marvellous  transitions  from  the 
depth  of  misery  to  the  height  of  prosperity  in  so  short  a  space 
of  time  in  the  aunals  of  any  nation.  And,  if  Law  had  confined 
himself  to  that  he  would  have  been  one  of  the  greatest  benefactoiH 
any  nation  ever  had.  It  was  only  when,  after  three  years  he  had 
attained  the  very  pinnacle  of  success,  that  he  determined  to  carry 
oat  his  acheme  of  Paper  Money,  which  was  the  femons  Misais- 
«ppi  scheme. 

The  next  example  of  Lawism  was  the  Ayr  Bank.  The  pro- 
prietors of  this  Bank  were  enormously  wealthy,  and,  because  they 
were  so,  they  thought  that  their  known  wealth  wonid  snstain  the 
credit  of  any  amount  of  paper  issues.  But,  alas  t  their  experience 
loo  ftilly  and  fatally  verified  the  sagacity  of  the  directors  of  the 
Bank  of  Scotland,  who,  in  1727,  in  answer  to  proposal  for 
enlarging  their  credit,  said — "  For  the  quota  of  credit  in  a  banking 
company  must  be  proporHmale  to  the  stock  of  specie  in,  the  nation, 
leanted  and  understood  by  long  experience,  and  not  extended  to 
a  coital  stock  snbscribed  for,  which  cannot  in  the  least  help  to 
support  the  company's  credit,  if  the  specie  of  the  nation  decay."  * 
This  doctrine  contains  the  refutation  of  many  wild  schemes,  and 
tbe  true  plan  of  regulating  a  paper  currency,  is  raniply  to  discover 
liow  a  certain  proportion  shall  be  maintained  between  specie  and 
credit. 
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21.  The  third  great  ontbnret  of  Lawism  took  place  in  the 
same  country  ttiat  witnessed  his  first  exploitB.  In  preparation  fiff 
it,  Law's  "Money  and  Trade  Considered "  was  traDsIatod  into 
Frendi  in  1789,  aa  if  all  the  memory  of  the  great  catastm^ 
sixty-nine  yean  befbre  had  perished.  The  National  Assemtdy 
had  ooufiscated  the  property  of  the  Chnrch,  bnt,  instead  <J 
yielding  a  rerenne,  it  cost  the  nation  £2,000,000  a  year  looie 
than  it  produced,  and  in  a  few  years  augmented  tJie  public  debt 
by  £7,000,000.  The  property  seised  was  valned  at  £80,000,000. 
The  expense  of  management  required  that  it  shoald  be  bM,  hot 
no  pnrchasera  could  be  foond ;  for  all  persons  in  that  terrible 
political  earthquake  wished  to  have  their  property  in  as  portable 
a  shape  as  poasible,  and  few  were  williag  to  trost  to  a  revolntionaiy 
title.  In  this  dilenuna,  the  mnnicipalities  agreed  to  ptm^ase  a 
considerable  portion  of  it,  in  the  first  instance,  and  resell  it  is 
smaller  portions  to  individnals.  Bat,  as  there  was  not  qiede 
enough  to  complete  the  sale,  they  iasned  their  promissory  nota 
to  the  public  creditor,  to  pass  current  until  the  time  of  payment 
came ;  bnt,  when  they  became  due,  the  municipalities  had  no 
means  of  discharging  them.  To  meet  them,  the  Assembly,  in  the 
spring  of  1790,  authorised  the  issue  of  £16,000,000  of  assigtuts 
on  the  secm'ity  of  the  land.  In  September,  further  isBnes  to  the 
amount  of  £32,000,000  were  antliorised.  The  additional  issnes 
were  warmly  opposed  by  Talleyrand  and  other  leaden,  who 
predicted  their  depreciation  ;  but  Hirabean  strongly  snppwted 
them,  denying  the  possibility  of  their  depreciation,  saying — 

"  It  is  vain  to  assimilate  assignats  secured  on  the  solid  basiB  of 
tliese  domains  to  an  ordinary  paper  currency  possessing  a  foroed 
circulation.  They  represent  real  property,  the  most  secure  of  sU 
possessions,  t^e  land  on  which  we  tread.  Why  is  a  metallic 
circulation  solid  ?  Because  it  is  baaed  upon  subjects  of  real  and 
durable  value,  as  the  land,  which  is  directly  or  indirectly  the 
Bonrce  of  all  wealth.  Paper  money,  we  are  told,  will  beanw 
Buperabnndant ;  it  will  drive  the  metallic  out  of  circulation.  Of 
-what  paper  do  yon  speak  ?  If  of  a  paper  without  a  solid  hasis, 
undoubtedly ;  if  of  one  based  on  the  firm  foundation  of  landed 
property,  never.  There  may  be  a  difference  in  the  Talne  of  a 
nrcolation  of  different  kinds ;  but  that  arises  as  frequently  from 
the  one  which  bears  liie  higher  value  being  mn  ^ter,  as  frwn 
the  one  which  stands  the  lower  being  shunned — ^&om  goid  being 
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in  demand — not  paper  at  a  diaconnt  There  cannot  be  ft  greater 
error  than  the  terron  so  generally  prevalent  as  to  the  orer-issne 
of  aadgnats.  It  ia  tina  ^one  yrm  will  pay  yonr  debts,  pay  yonr 
tnopB,  advance  the  rerolntioiL  Re-absorbed  progreeslTely,  in 
&e  pnTchaae  of  the  national  domains,  this  paper  money  can 
nerer  become  rednndant,  any  more  than  the  hnmidity  ot  the 
atmoephere  can  become  ezcessiTe,  which  descends  in  rillB,  finds 
the  riTer,  and  is  at  length  loBt  in  the  migbtly  ocean." 

S2.  Although  these  assignats  bore  4  per  cent  interest,  they 
had  become  depreciated  in  June,  1790 ;  by  June,  1791,  they  had 
lost  one-third  of  their  value.  In  September,  1792,  farther  issues 
were  decreed.  The  two  preceding  Assemblies  had  authorised 
usignata  to  the  amonnt  of  2,700,000,000  francs,  equal  to 
£130,000,000,  to  be  fobricated,  of  which  only  200,000,000  francs 
remiuued  unspent.  On  the  11th  of  April,  1793,  the  Gonventiou 
decreed  six  years'  imprisonment  in  chains  to  any  one  who  bought 
or  sold  assignats  fi>r  any  snm  in  specie  different  to  their  nominal 
valne,  or  made  any  difference  between  a  money  price  and  a  paper 
price  in  payment  of  goods.  Vain  effort !  In  Jime  the  assignat 
had  fallen  to  one-third  of  its  value,  and  in  August  to  one-sixth. 
The  exchange  with  London  fell  exactly  in  a  corresponding  r^o 
Titb  the  depreciation  of  the  assignat  at  home.  In  June,  1791,  it 
fell  to  23  ;  in  January,  1792,  to  18  ;  in  March,  1793,  to  14 ;  in 
Jane,  1793,  to  10  ;  on  the  2nd  of  Angust  it  was  as  low  as  4^  ;  on 
the  18th  of  October  it  had  risen  to  8  j  but  after  that  it  ceased  to . 
be  quoted  at  all.  Cambon,  the  Uinister  of  Finance,  proposed  a 
Farther  immediate  issne  of  800,000,000  of  francs,  equivalent  to 
about  £33,000,000,  in  addition  to  the  quantity  already  issued. 
The  public  domains  he  calculated  at  £350,000,000.  Hence, 
npon  the  Theory  of  Law  and  Mirabean,  there  was  an  ample 
margin,  and  the  assignats  should  not  have  been  depredated  below 
the  valne  of  silver ;  and,  in  fact,  according  to  them,  it  was  im- 
possible they  should.  Wonderful  commentary  upon  the  wisdom 
of  the  philosophers,  who  maintaiu  that  if  a  paper  cmrency  only 
represent  value,  it  cannot  be  depreciated  I 

S3.  We  must  refrain  from  detailing  the  terrible  misery  caused 
I7  the  forcible  issues  of  assignalA,  which  were  legal  tender  at 
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their  nominal  amount,  the  destmction  of  debta,  the  fWine  fVom 
the  Bcarcily  of  provisions,  the  laws  of  the  maximnm,  the  pendtj 
of  death  enacted  against  all  who  ahonld  keep  back  their  prodoce 
from  t}»  market  All  specie  disappeared  from  the  countr;  aod 
from  drcnlation ;  tboee  who  poesessed  any,  not  deeming  it  aecoie 
from  revolndonaiy  violence,  exported  it  to  London,  Hambni^ 
Amsterdam,  and  Geneva.  Bnt  many  persons  stontlf  maintained, 
in  pamphlets,  that  it  was  Dot  the  paper  which  was  depreciated, 
bnt  the  specie  which  had  risen. 

24.  The  intolerable  miaery  caused  by  this  state  of  tliingE, 
induced  the  Government  which  sncceeded  the  Beign  of  Terror 
to  make  an  attempt  to  withdraw  a  portion  of  the  assignatB  from 
drcnlation,  b;  clemomtmng  them,  that  is,  depriving  them  of 
their  qnality  of  money,  and  forcing  their  holders  to  receive 
payment  in  land  for  them.  Bat  when  a  man  wanted  to  buy  food 
to  eat,  what  was  the  use  of  givii^  him  land  ?  The  report  thst 
a  portion  of  the  assignats  were  going  to  be  demonetized  eeut 
down  their  value  still  lower,  and  a  decree  against  it  was  obliged 
to  be  passed  to  appease  their  holders.  All  sorts  of  plans  were 
devised  to  withdraw  them  from  circulation  ;  lotteries,  tontines,  > 
land  bank,  where  they  were  to  be  lodged  and  bear  3  per  cent, 
interest.  But  die  constant  issne  of  them,  required  for  the  neces- 
sary payments  of  the  State,  rendered  all  sacb  attempts  nselees. 

25.  In  Jannary,  1796,  the  assignats  in  circulation  amoonted 
to  forty-five  milliards,  or  abont  £2,000,000,000,  and  the  paper 
mouey  had  &llen  to  one-thousandth  part  of  its  nominal  vilne. 
The  Government  then  determined  to  issue  teiritorial  matuklt*, 
at  the  rate  of  30  assignats  to  one  mandate,  which  were  to  be 
exchangeable  directly  for  land,  at  the  will  of  the  holder,  oa 
demand.  The  certainty  of  obtaining  land  for  them  made  thm 
rise  for  a  short  time  to  80  per  cent,  of  their  nominal  valne  ;  but 
necessity  compelled  the  Government  to  issue  £100,000,000  of 
these  mandates  secnred  upon  land*  supposed  to  be  of  that  valne. 
This  prodi^ons  issue  sent  the  mandates  down  to  nearly  the  same 
discount  as  the  assignats  were,  and,  consequently,  as  one  mandate 
was  equal  to  30  assignats,  the  latter  had  fallen  to  nearly  the 
thirty- thousandtb  part  of  their  nominal  value.  At  length  on  the 
16th  of  July,  1796,  the  whole  system  was  demolished  at  a  blow. 
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A  decree  waa  pablished  that  eTei7  one  might  transact  boBineBS 
m  the  money  be  choee,  and  that  the  mandates  should  only  be 
taken  at  their  ciurent  value,  which  shonld  be  pnblished  every 
day  at  the  Treaauiy.  Two  days  afterwards  it  waa  decreed  that 
the  national  property  remaining  nndiapoeed  of  ahoold  be  sold 
&f  muTiflftfpn  at  their  cnrrent  value.  As  a  matter  of  course,  the 
public  creditors  received  payment  of  their  debts  in  the  same 
proportion. 

S6.  No  sooner,  however,  was  this  great  blow  strnck  at  the 
paper  currency,  of  making  it  pass  at  its  current  value,  than 
ipecie  immediately  re-appeared  in  circulation.  Immense  boards 
came  forth  frtna  their  hiding  places;  goods  and  commodities 
of  all  Borta  being  very  cheap  from  the  anxiety  of  their  owners 
to  poesesa  moneyt  caused  immense  sums  to  be  imported  from 
foreign  countries.  The  exchangee  immediately  turned  In  favor 
of  F»nce,  and  in  a  short  time  a  metallic  currency  was  permanently 
restored.  .And  during  all  the  terrific  wars  of  Napoleon  the 
metaUic  standard  was  always  maintained  at  its  ftiU  vahie. 

27.  One  thing,  however,  we  cannot  help  noticing.  When 
describing  the  history  and  effect  of  the  assignats,  nothing  can 
be  more  clear  and  correct  than  the  narrative  of  Sir  Archibald 
Alison.  He  sees  clearly  tiiat  a  difference  in  value  between  the 
isfflgnat  and  specie  was  tmly  a  discount,  oi  M  in  the  value  of 
paper.    Thus  he  says': — 

"  They  for  some  time  maintained  tlieir  value  on  a  par  with 
&e  metallic  currency.  By  degrees,  liowever,  the  iucreasii^ 
inue  of  paper  currency  produced  its  usual  effect  oa  public  credit; 
tlie  value  of  money  fell,  while  that  of  every  other  article  rose  in 
a  high  proportion,  and  at  length  the  excessive  inundation 
of  fictitious  GUrreni^  caused  a  universal  panic,  and  its  valna 
n^idly  sank  to  a  merely  nominal  ratio.  Even  in  June,  1790, 
the  depteci^ion  had  beoome  so  considerable  as  to  exdte  serions 
panic" 

Again, speaking  of  1791,  p.  305r— 

"Public  and  private  credit  had  alike  perished  amidst  the 
general  oonvnlsions.  Specie  had  dis^peared  from  cirodation. 
The  aeeignat  hai/allm  to  a  third  of  its  value — [This  is  not  qnit« 

>  SMort  <!f  Surope,  FA  3,  p.  319,  lA  EtUt. 
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correct.  At  Uiis  time  the  asBigiiat  had  loet  one-ttutd  of  ik 
valne,  not  fallen  to  one-third  of  it] — and  oocasioned  such  an 
unount  of  rnin  to  private  fortanea,  that  nnmbeiB  already  wuhed 
for  a  return  to  the  ancient  regime. 

"  While  the  nnlimited  ieenes  of  aasignate,  at  whatever  raft  ^ 
discount  they  might  pass,  amply  provid^  for  all  the  presei^  ud 
probable  wante  of  the  Treasnij. 

"  The  Tast  and  increasing  espenditnre  of  the  Bepnblic  could 
0QI7,  amidst  the  total  failure  of  the  taxes,  be  supplied  b;  tJie 
issue  of  assignats;  and  this,  of  course,  by  rendering  paper 
money  redundant,  lowered  its  value  in  exchange  with  othff 
commodities,  and  Dccaaoned  a  constant  and  even  flrightfnl  rise  of 
prices. 

"  All  the  persons  employed  by  Government,  both  in  the  dvil 
and  military  departments,  were  paid  in  the  paper  currency  at 
par;  but  as  it  rapidly  fell,  from  the  enormous  quantity  in  ciica- 
lation,  to  a  tenth-part,  and  soon  a  twentieth  of  its  real  value,  the 
pay  received  was  merely  nominal,  and  those  in  receipt  of  the 
largest  apparent  incomea,  were  in  want  of  the  common  neceaasries 
of  life.  Pichegra,  at  the  head  of  the  army  of  the  Korth,  with 
a  nominal  pay  of  4,000  francs  a  month,  was  in  the  actual  receipt. 
on  the  Rhine  in  1795,  of  only  two  hnndred  francs,  or  £8  Bteriiog 
of  gold  and  silver. 

"The  fiinds  on  which  the  enormous  paper  circulation  w» 
based  embracing  all  the  confiscated  property  in  the  kingdom, 
or  land,  houses,  and  moveables,  were  estimated  &t  fifteen  milliaids 
of  francs,  above  £600,000,000  sterling;  but,  in  the  distracted 
state  of  the  country,  few  purchasers  could  be  found  for  mcli 
immense  national  domains;  and,  therefore,  the  security  for  all 
practical  purposes  was  merely  nominal.  The  consequence  «M 
that  the  aasignat  fell  to  one-twelfth  of  its  real  value  ;  in  othtf 
words,  an  aasignat  for  24  francs  was  worth  only  two  frana; 
that  ia,  a  note  for  a  pound  was  worth  only  la.  8d. 

"  Foreign  commerce  having  begun  to  revive  with  tiie  ceswtion 
of  the  Reign  of  Terror,  sales  being  no  longer  forced,  the  attigMt 
was  brought  into  comparison  with  the  currency  of  olher  com- 
tries,  and  its  enormous  inferiority  precipitated  still  fiirtha  its 
foU. 

"  By  no  possible  measure  of  finance  could  paper  money,  worth 
nothing  in  foreign  states,  frvm  a'distmst  of  its  security,  mi 
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1/  at  hems  from  esjcessive  isew,  be  muntaiaed  at  aaythiiig 
like  an  equality  with  gold  and  silver.  The  mand&tea  were, 
in  truth,  a  reduction  of  aasignatfi  to  a  thirtieth  part  of  their  value; 
bnt,  to  be  on  a  par  with  the  precione  metale,  thej  shonld  bare 
been  issued  at  one-thoosandth  part,  being  the  rate  of  discount  to 
which  the  original  paper  bad  now  fallen. 

"  The  excessive  fall  of  the  pt^r  at  length  made  all  daases 
perceive  that  it  was  in  vain  to  pnrsne  the  chimera  of  upholding 
itB  valne.  On  the  16th  July,  1796,  the  measures,  amonntiilg  to  an 
open  confession  of  a  bankruptcy  which  had  long  existed,  were 
adopted." 

28.  We  have  quoted  these  pass^es  for  the  purpose  of  shewing 
how  completely  Sir  Archibald  Alison,  when  be  is  speaking 
of  the  paper  currency  of  France,  acknowledges  the  great  principle, 
that  the  valne  of  the  paper  currency  is  only  to  be  estimated 
at  the  value  it  will  purchase  in  specie,  that  the  measnre  of  that 
difference  between  the  real  and  the  nominal  value  is  it«  depre- 
aation,  and  that  a  payment  in  coin  at  the  current  value  of  the 
paper  currency  is  a  National  Bankeuptcy.  Yet,  such  is  the 
amazing  inconsistent^  of  ,this  writer,  that  when  he  comes  to 
speak  of  the  paper  currency  of  England,  which  exhibited  exactly 
tiie  same  phenomeua,  only  on  a  smaller  scale,  he  resolutely  denies 
that  it  was  depreciated.  When  the  French  assignat  had  lost 
one-third  of  ita  value  compared  to  specie,  in  1791,  he  acknow- 
ledges that  it  was  depreciated;  when  the  Bank  of  England  note 
in  1811  had  lost  one-fourth  of  its  value  compared  to  specie,  it 
was  not  the  note  which  had  fallen,  but  gold  which  had  risen !  ! 
When  assigoats  were  made  legal  tender  in  France  at  their 
nominal  value,  specie  disappeared  Irom  circulation.  When 
Bank  of  England  notes  were  substantially  legal  tender  in 
England,  and  had  lost  a  quarter  of  their  nominal  value,  specie 
disappeared  Irom  circulation.  Sir  Archibald  Alison  estimates 
the  depreciation  of  the  assignat  by  the  difference  between  the 
current  aud  the  nominal  value  of  the  assignat;  but  when  the 
BuUion  Committee  estimated  the  depredation  of  the  Bank  note 
l^  the  difference  between  its  nominal  and  its  current,  or  market 
value,  he  reads  a  homily  to  them  upon  their  ignorauce  and  folly, 
talks  of  the  "  general  delusion  which  so  long  had  prevailed  upon 
the  Bubject,  when  it  is  recollected  oot  only  1^  the  true  principles 
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of  this  apparently  difficult,  bot  really  simple,  brandi  of  natjonal 
eoonomy,  which  are  now  generally  admitted,  were  at  the  tiate 
iQOBt  ably  expoimded  by  many  men  both  in  and  ont  of  PariiamenI, 
bnt  that,  in  the  ezEunination  of  acone  of  the  leading  mercbuiti 
of  London  before  the  Parliamentary  Committee  on  the  sobjed, 
the  troth  waa  told  with  a  force  and  preciaion,  which  it  no* 
appears  aurprising  any  one  could  reeist."  This  tmUi,  whicfa 
was  told  with  snch  irresistible  force  and  precision,  was,  tbit 
twenty-aeven  was  eqaat  to  twenty-one!  He  then  acknowledga 
that  it  was  a  national  bankruptcy  of  the  French  OoTemmeirt 
to  pay  its  notes  with  a  less  amonnt  of  specie  than  their  mxniBil 
Talne;  but  nothing  can  exceed  the  bitteroess  of  his  inrectiTe 
against  the  Currency  Act  of  1819,  which  provided  that  the 
Bank  of  England  should  pay  its  not«6  at  (heir  fall  nomiiAl 
value  in  specie.  Jnat  as  if  it  was  less  a  bankruptcy  to  pay  ISi 
in  the  ponnd  than  to  pay  Is.  in  the  pound.  He  sees  clearl;  Out 
in  France  the  paper  currency  is  to  be  eetimat«d  t^  the  Taloe  of 
gold ;  but  in  England  he  nuuntains  that  gold  is  to  be  eatimatfd 
by  the  value  of  the  paper  currency  1 1  Just  as  if  the  et«mai 
truths  of  science  are  different,  on  different  udee  of  the  Cbanael ; 
or  that  they  are  reTersed  according  to  the  language  the;  are 
expressed  in  I 

29.  Sir  Archibald  Alison's  doctrines,  when  he  speaki  of 
English  and  the  French  inconvertible  p^ier  currency,  are  clearif 
inconaistent.  He  fally  allows  that  any  difference  between  ttie 
nominal  and  the  current  value  of  the  asaignat  was  a  dgprtdaiieii 
of  the  assignat.  He  never  dreama  of  saying  that  the  paper 
asB^nat  was  the  standard,  and  that  the  com  had  risen  in  value. 
But  when  he  discusses  the  question  of— What  is  a  pound?  he 
Bays, "  In  troth,  a  ponnd  ia  an  abstract  measure  of  value  jnat  m 
8  foot  or  a  yard  of  length,  and  different  things  have  at  difibrent 
periods  been  taken  to  deaot«  that  measure,  according  aa  the 
conveniency  of  men  soggested.  It  was  originally  a  pound 
weight  of  silver,  and  that  metal  was,  tiD  the  present  centDT;, 
tiie  standard  in  England,  as  it  still  ia  in  most  otlier  countries. 
When  gold  was  made  the  standard,  by  the  Bank  being  oompelkd 
by  the  Act  of  1619  to  pay  in  that  metal,  the  old  word  denoting 
its  original  signification  of  the  less  valuable  metal  waa  tiiU 
retaiited.    Daring  the   war,  when  the   metallic  carrency  dit- 
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iffeutA,  the  poond  was  a  Baok  of  Enfland  ponnd  note — 
the  Mandard  was  the  paper — for  gold  was  worth  288.  the  ponnd, 
fma  the  demand  for  it  on  the  OontJneiit."  It  is  Bcarcely  Deoe«- 
tarj  to  point  oot  the  ridicnlotiB  ahanrdity  of  this  passage.  The 
ptxmd  an  abtiraet  thing  indeed !  Oar  anceeton  had  very  few 
tlstnct  ideas  at  all,  and  certainly  an  abtiraet  idea  of  a  poond 
na  not  one  of  them.  They  meant  notJiing  abstract,  bat,  on  the 
TOntary,  a  Tery  sabstantial  pound  ioeight  of  mlver  builton,  and 
uxbin?  else.  To  say  that  a  paper  poond  was  the  standard 
dnrii^  the  war,  is  a  misconception  of  the  &ct.  Instead  of  a 
"praniae  to  pay  "  on  demand,  the  Bank  note  during  the  wai 
ns  1 "  pTomise  to  pay  specie  six  months  after  peace."  It  is  not 
tine  t^  gold  daring  the  war  was  worth  28s.  paid  in  tOvtr 
nmei/,  but  only  in  depreciated  bank  noU*.  Bat  Sir  Archibald 
^lism  sdmita  that  an  eicesslTe  isaoe  of  paper  would  have 
depreciated  the  bank  note,  but  he,  of  course,  denies  that  the 
■ams  were  excessive.  Now,  as  a  depreciation  ftom  an  ezceeeive 
Boe  could  only  be  manifested  by  a  oontinuous  rise  of  gold  above 
i^  &e  poond,  it  would  be  difficult  to  nnderBtand  where  the 
''iniiiig  pmnt  would  be  at  whic^  the  depreciation  would  commence. 
Atvhat  figure  shonUI  we  hare  to  reverse  onr  expression — at  what 
^gve  are  we  to  say  that  gold  has  ceased  to  rise,  and  paper  begun 
tobU? 

SO.  Such  is  a  plain  statement,  foonded  upon  incontrovertible 
bets,  of  the  results  of  the  greatest  experiment  the  world  ever 
Bw  of  issiiing  a  paper  currency  secured  upon  commodities  or 
prapertj — the  most  complete  example  of  LiwiSM.  When  the 
ivnes  of  assignats  were  at  their  height,  they  were  certainly  not 
Mything  eqnal  to  the  value  of  the  fee-eimple  of  Pranoe  expressed 
m  nlver  money.  And,  according  to  the  predictions  of  law  and 
Miiabean,  it  was  a  matter  of  impossibility  that  they  should  ever 
l«wme  depredated,  and  what  was  the  result?  Even  though 
lie  experiment  was  not  carried  out  to  its  fullest  extent,  the 
Talne  of  the  paper  assignat  sank  to  one  30,000th  part  of  its  vrfne 
in  silTer  I  There  were  2,400  millions  of  promises  of  mandate* 
iasned  against  pK^»ertj  valued  at  8,785  millions,  and  yet,  in 
Jnlj,  1796,  the  note  for  100  livrea  was  only  5  centimes  1  Snch 
WM  the  inevitable  consequence  of  basing  a  paper  corren<^  npon 
property  or  Becttrities,  and  snch  it  ever  must  be,  because,  if  such 
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isBues  are  once  begun,  there  is  no  legitii^^ate  conclnBion  whatereri 
nntil  all  the  property  in  the  country  is  coined  into  notes.  Paes 
the  legitimate  limite  of  a  circulating  medium  by  (Hte  hair's 
breadth,  and  there  ia  no  logical  condaaion  bnt  in  the  Frendi 
aasjgoats. 

81.  The  next  example  we  shall  cite  is  the  Bank  of  Norvaj, 
which  was  founded  od  the  14th  June,  1816,  with  ita  head  office 
at  Drontheim,  and  branches  in  the  provincial  towns.'  Its  captal 
was  originally  raised  by  a  forced  loan  or  tax  npou  dl  landed 
property,  and  the  landholders  became  Bhareholders  according  to 
the  amounts  of  their  reapectlTe  payments.  This  Bank  vta 
especially  for  the  purpose  of  forwarding  agricnltnraJ  improre- 
ments,  and  only  discounted  mercantile  bills  and  persoDal 
secnritiea,  as  a  secondary  part  of  its  bnsinesa.  Ite  principd 
bnsinesa  consisted  in  advancing  its  own  notes,  npon  fint 
secnrities  over  land,  to  any  amount  not  exceeding  two^hirds  of 
the  ralne  of  the  property  according  to  a  general  Taloatioii  taken 
in  the  year  1813.  The  borrower  paid  half-yearly  to  the  Bank 
the  intfirest  of  the  sum  that  may  be  at  his  debit,  at  tjie  rate  of  i 
per  cent,  per  annum,  and  is  bound  also  to  pay  off  5  per  cent 
yearly  of  the  principal,  which  is  thus  liquidated  in  twenty  yean. 
Mr.  Laing  bestows  great  commendation  upon  this  institution,  and 
describes  it  as  well-imagined  and  well-managed,  and  there  cannot 
be  a  better  example  to  test  the  troth  of  Law's  principles.  We 
must  bear  in  mind  that  Law  especially  declares  that  on  his  princi- 
ple Am  pap^  mrrenry  leouJd  not  fall  ieUm  the  valvs  ej  mIpw, 
Now,  let  ns  mark  what  took  place  with  regard  to  the  Bank  of 
Norway,  which  was  founded  purely  on  his  principle.  By  the 
fundamental  law  of  this  Bank,  it  should,  after  a  certain  time, 
have  begun  tc  pay  its  notes  in  specie,  bnt  in  1832  they  conid  only 
be  exchanged  at  Hamburg  for  silver  at  the  rate  of  187^  dollars 
in  paper  for  100  dollars  in  silver  !  I  That  is,  in  6  years  the  notes 
had  fallen  to  about  45  per  cent,  discount  1  Was  there  ever  a  more 
striking  or  conclusive  example  of  the  entire  fallacy  of  Law's  pre- 
dictions than  this  Bank?  Li  1833  the  Storthing  passed  a  law 
that  the  Bank  should  only  he  compelled  to  give  100  silver  dollars 
for  every  190  paper  dollars,  but  that  the  directors  might  at  their 
own  discretion  reduce  the  rate  to  175,  withont  a  new  law  In 
■  Laing'i  Abnmy,;.  IM.     Tratdkrt'  LBmajf. 
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1824  the  Talae  at  Hambnrg  rose  to  145  i  in  1827  it  rose  to  125 ; 
and  in  1835,  wben  Mr.  Laing  wrote,  it  Btood  at  112,  which  could 
only  have  been  done  by  a  contraction  of  ita  isBnes.  Now,  it  is 
qnite  evident  that  if  the  Banfc  had  been  called  upon  to  pay  its 
notes  at  par  at  any  moment,  it  would  in&Uibly  bare  been  rained. 
Thifl  h^pened  in  Paris  in  I80S,  when  the  Land  Bank  stopped 
payment,  and  J.  B.  Say  observes  that  all  Banks  founded  upon  this 
principle  bare  uniformly  Mled. 

32.  The  last  example  we  shall  cite  is  the  case  of  America. 
That  conntiy  was  unhappily  deeply  bitten  with  the  currency 
mania  of  basing  issues  of  paper  oa  "  securities."  In  most  of  the 
States  the  Legislature  passed  Act^  permitting  any  individual,  or 
any  banking  associations,  to  issue  notes  to  any  amount,  upon 
depoatiug  with  a  "  public  comptroller,"  eecuritieK  of  equivalent 
valne.  These  "  secnrities  "  might  be  public  etock,  or  mortgages 
npon  improved,  productive,  and  nnencnmbered  lands.^  Now,  as 
these  "  secnrities  "  remained  the  property  of  the  vendors,  and 
they  might  appropriate  the  reventies  from  them,  as  loug  as  pay- 
ment of  the  notes  was  not  demanded  from  the  comptroller, 
people  saw  that  they  might  derive  a  profit  from  the  security  as 
well  as  from  the  currency  which  represented  its  valne.  There 
vas,  accordingly,  a  prodigious  rush  to  deposit  securities — an 
enormous  issue  of  paper,  during  the  years  1834-5-6.  The  prices 
of  eyeiything  rose  immensely.  The  people  of  the  Western  States, 
with  their  "  pockets  full  of  paper  cnrrency,  gave  very  large  orders 
for  goods  to  the  merchante  of  New  York,  Boston,  and  Phila- 
delphia, who  duly  executed  them.  The  bills  given  for  the 
purchases  were  payable  in  these  eastern  cities ;  and,  when  the 
western  debtors  went  to  their  own  bankers  for  bills  of  exchange 
on  these  places,  in  retnm  for  their  own  local  cnrrency,  the 
bankers  discovered  that  their  home  customers  had  bonght  more 
from  the  eastern  cities  than  they  had  sold;  that  they  had  already 
drawn  on  the  east  for  every  dollar  which  the  east  was  indebted 
to  them,  and  could  draw  no  more.  The  western  merchants  then 
sent  their  own  currency  notes  to  the  eastern  dbies  in  payment 
but,  nnfortnoatelj  for  them,  the  merchauta  there  had  already 
paid  all  they  owed  to  the  west,  and  nobody  in  New   York  or 

'  k  Terj  gnpbio  acconiit  of  tbs  carrencj  Tagaries  of  the  United  Slst«a  ii 
gmo  In  tiro  ArtiolsB  of  the  "  Saitmait,"  Nov.  31  uid  94, 186fi.  See  alio  f  TAb 
^njrm  ef  Antriai,  bj  John  UMgroftOT,  E^..  U.P.,  voL  2,  p.  1768. 
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PhilodelphJft  wanted  vesteni  notea  for  any  purpose  of  ue, 
and  nobody  was  disposed  to  travel  600  or  700  miles  to  reqnnt 
the  cashiers  of  the  Weatem  States  to  pay  their  notes,  or  in 
those  States  in  whidi  security  had  been  given  to  reqnire  the 
oomptroller  to  sell  the  pledged  eecnrities  and  pay  ttiem  the 
money  produce.  MoreoYer,  every  one  knew  that  it  was  phTacally 
impossible  in  either  case  to  obtiun  the  amonnt  in  mcney. 
for  there  wa«  no  corrency  in  which  tiie  pledged  property  rien 
sold  <x>nld  have  been  paid,  except  Bank  notes  resting  on  Becmi- 
ties,  or  on  the  mere  promise  of  the  banker."  In  the  tneantanie, 
the  nsual  effects  followed,  specie  disappeared  from  circniation. 
The  extended  paper  issaes  led  the  Americans  to  order  immenM 
qnantities  of  goods  ftom  Enrc^,  and,  priced  being  very  high 
from  the  bloated  paper  corrency,  they  conld  send  no  goods  in 
retom  to  pay  for  them.  For  some  time  they  sent  over  great 
qnantities  of  their  stock,  bnt  this  became  snperabondant,  and  at 
last  no  one  in  Europe  would  buy  it.  It  became  necessary  then 
for  tliem  to  pay  tiieir  debts  in  specie;  bnt  specie  there  was  none. 
In  1837  all  tiie  Banks  in  America,  without  exception,  stepped 
payment.  The  general  snepension  began  at  New  York  on  the 
1 1th  May,  and  spread  in  every  direction.  In  Slay,  1836,  &e  New 
York  banks  resumed  specie  payments;  which  were  followed  by  all 
the  Kew  England  banks  in  August,  1838.  This  was  followed  by 
the  banks  in  Philadelphia,  and  on  the  Ist  January,  1839,  the  bank* 
thronghont  the  Union  professed  to  do  bo.  No  sooner,  howsTer, 
were  they  set  up  f^ain  than  they  resumed  the  same  wild  o^eor 
tjons  on  credit,  and  on  9th  October,  1839,  oat  of  850  banks  in  &e 
Union,  848  snspended  payment  entirely,  and  62  partially.  On 
this  occasion  the  New  England  banks  were  honourably  distin- 
gnished;  they  had  gathered  wisdom;  and  out  of  198  banks  in  Nev 
York,  only  four  stopped;  whereas,  in  the  Southern  and  Western 
States,  about  two  out  of  three  stopped.  The  United  States  Bank, 
with  a  paid  up  capital  of  £7,000,000,  was  found  to  be  utterij 
insolvent ;  it«  shares,  which  were  at  128  ^dollars  on  the  Hth 
August,  1888,  were  at  8  dollaie  in  January,  1842.  This  was  the 
fifth  grand  experiment  of  Lawism,  pure  and  unadulteratect,  on 
the  most  munificent  scale,  and  such  was  the  resnltt 

83.    AU  ideas,  therefore,  of  basing  a  paper  currency  upon  jm- 
perty,  or  oommodities,  are  essentially  erroaeous,  and  can  have  w 
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other  poeBible  termiiiatioii,  if  onlj  carried  out  to  their  legitimate 
cooseqiieiices,  that  what  happened  in  France  in  1796,  and 
America  in  18S7-9.  There  is  oEe  species  of  property,  howeTer, 
which,  ftom  its  being  mote  nearly  confounded  with  money  in 
the  public  ideas  than  any  other,  ia  supposed  by  many  persons, 
who  nonld  repudiate  any  impntatioa  of  being  disciples  of  Law, 
to  be  a  eoond  baaiB  for  a  paper  corrency.  This  property  is  public 
ttocL  A  very  prevalent  idea  is,  that  all  banl^  of  issue  should 
give  Becoiity  by  purchasing  the  pnbUc  funds,  and  then  deposit 
the  stock  with  a  GoTenunent  ofQcer.  But  what  is  this  but 
the  wildest,  rankest,  and  most  odious  Lawish  ?  The  rule  that 
ii  good  for  one  is  good  for  aU.  If  the  pnblic  fiinds  are  a 
proper  basis  for  £1,000  of  paper  currency,  they  mnst  of  neces- 
nty  be  a  good  basis  to  their  whole  extent.  If  one  bank  or 
banker  is  allowed  to  issue  paper  on  the  secnrity  of  stock, 
ereiy  other  one  must  be  permitted  to  do  Qxe  same,  until  die 
vhole  Amded  debt  of  Great  Britain  is  coined  into  paper  notes. 
If  £100  of  public  debt  is  coined  into  £100  of  notes,  we  most,  by 
an  irresistible  conclusion,  have  £800,000,000  of  public  debt 
coined  into  an  equal  quantity  of  notes.  The  principles  of  basing 
a  p^r  currency  upon  land,  and  npon  the  pnblic  funds,  are 
ateolntely  identical,  and  eqnaUy  vicions.  To  permit  a  man  to 
»ptnd  his  money  in  baying  part  of  the  pnblic  debt,  and  to  fiatn 
it  as  well,  in  the  form  of  notes,  is  as  rank  an  absurdity  as  to 
pennit  him  to  spend  it  in  land,  and  also  bare  it  as  notes. 
The  only  adrantage  one  has  over  the  other  is,  that  the  fimds  are 
more  easily  convertible  into  money  than  land  is.  The  same  is 
true  of  a  nation  as  an  individual — that  a  nation  can  gpend  its 
money  in  destroying  ita  enemies  and  have  it  too  as  bank  notes, 
or  "curreocy,"  is  a  wild  and  mischievons  delusion. 

S4.  The  drift  of  these  remarks  is  evident.  The  whole  consti- 
tation  of  the  Bank  of  England  is  fhndamenttdly  vicious.  It  ia  as 
complete  an  example  of  pure  Lawiam  as  the  French  aasignats, 
or  the  American  banks.  It  gave  its  original  capital  to  Govern* 
nient,  and  tben  was  allowed  to  have  it  in  the  form  of  notes. 
The  first  public  debt  was  Bank  of  England  stock,  and  for  several 
of  the  early  additions  to  its  capital,  i. «.,  the  pnblic  debt,  it  was 
allowed  to  issue  notes  to  the  exact  amount  of  its  capital,  and 
this  permission  still  continues.    Now,  if  this  system  had  been 


by  Google 


362  PBIBCIPLBS   OF  HCOHOmCS.  Chip.ITL 

carried  oat  to  ita  legitimate  GonclDBion,  the  National  Debt  ud 
Uie  capital  of  the  Bank  of  England  would  hare  been  the  eame 
thing,  and  the  paper  notes  of  the  Bank  wonld  hare  been  neailf 
£800,000,000.  When  it  was  founded  &6  uatioD  thoogbt  they 
might  spend  £1,200,000  in  destroying  the  French,  and  hare 
them  too  as  Bank  notes.  Bat,  if  this  principle  had  been  carried 
ont  mach   forther,  it  would  have  ended  in  fatal  and  aniTersal 


85.  The  Amdamental  principle  of  the  Bank  of  England  ms, 
therefore,  as  erroneous  as  that  of  the  MisBiaaippi  scheme,  the 
Ayr  Bank,  the  French  aamgnats,  or  American  banking;  bnt  as, 
in  all  theee  cases,  the  mischief  is  not  developed  nntil  the  iaanes 
exceed  a  certain  limit,  the  radical  vice  of  the  Bank  of  England 
has  been  prevented  troia  prodadng  its  inevitable  conBeqnences 
b;  rigidly  restrainii^  it  to  that  single  instance.  Bnt,  then,  this 
vice  was  kept  down  by  a  moat  nnjnstifiable  monopoly,  which  wss 
the  chief  caase  of  those  tremendona  banking  cataBtrophea  wMvh 
have  desolated  England,  and  which  has,  antil  of  late  yean, 
preTeat«d  a  aonnd  banking  system  being  foanded. 

On  the  Theory  of  iastnff  a  Paper  Currency  on  the  Dixounl 
of  Comm^cial  BUlt. 

S6.  We  trast  tbat  the  preceding  remarks  are  abaolntely  ooa- 
dnsive  as  to  the  fnndamental  fallai^  of  Lawism  of  all  forms  and 
descriptions,  by  which  we  mean,  the  theory  of  basing  issaes  of 
paper  on  property,  or  commodities,  whether  the  pnblic  fhnde,  or 
land,  or  any  moveable  goods.  We  must  now  examine  a  much 
more  sabtle  and  plansibte  theory,  which  was  the  gaiding  principle 
of  the  Bank  of  Ireland  and  the  Bank  of  England  dnring  the 
restriction,  and  which  was  adhere*  to  by  a  laige  majority  of  the 
commercial  world  ;  nor  are  we  aware  of  any  refutation  of  it  on 
philoBophical  gronnds,  except  iJie  one  in  the  Bnllion  Report, 
which  we  shall  qnote  and  comment  apon.  This  theoiy  was  fint 
prominently  bronght  forward  before  the  Conmiittee  on  the  Irisfa 
Correnc^  in  1804,  and  we  have  qnoted  it  elsewhere.  Xhe 
Bnllion  Committee  express  it  in  the  foUowing  words : — 

"  The  Bank  directors,  as  well  as  some  of  the  merchants  who 
have  been  examined,  ^ewed  a  great  anxiety  to  state  to  yonr 
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Committee  a  doctriae,  of  the  truth  of  which  they  professed 
themaelvcB  to  be  moat  thoronghlj  convinced — that  there  can  be 
no  poBsible  ezcesa  in  the  isaue  of  Bank  of  England  paper,  so 
long  as  the  advances  in  which  it  ie  issaed  are  made  npon  Uie 
prindplee  which  at  present  guide  the  condact  of  the  directore; 
that  is,  BO  long  as  the  dieconnta  of  mercantile  bills  are  confined 
to  paper  of  uudonbted  soliditjr,  arising  ont  of  real  commercial 
transactions,  and  payable  at  short  and  fixed  periods." 

37.  The  germ  of  this  doctrine  ie  to  be  found  in  Adam  ^ith; 
vho  says — "  When  a  bank  discounts  to  a  merchant  a  real  bill  of 
exchange,  drawn  by  a  real  creditor  npon  a  real  debtor,  and 
which,  as  soon  as  it  becomes  due,  is  really  paid  by  that  debtor, 
it  only  advances  to  him  a  part  of  the  value,  which  he  would 
otherwise  be  obhged  to  keep  by  him  unemployed,  and  in  ready 
money  for  answering  occasional  demands."  It  was  first  promi- 
nently brought  forward  as  a  practical  mle  by  the  Irish  Bank 
directors,  in  180i.  The  Committee  of  that  year  did  not  attempt 
to  deal  with  this  theory;  but  the  witneeeee  examined  before  the 
BoUion  Committee  re-prodnced  it,  and  alleged  that  it  was  the 
principle  by  which  the  Bank  of  England  regulated  its  isanes 
doring  the  restriction.  The  directors  of  the  Bank  allowed  that, 
before  the  restriction,  they  were  compelled  to  regulate  their 
issues  by  a  drain  of  gold  on  them  fbr  exportation;  when  that 
check  was  removed,  the  controUing  power  was  lost;  and,  indeed, 
one  of  the  directors  stated  that,  in  his  opinion,  that  was  one 
great  merit  of  the  restriction  ;  that  they  were  no  longer  obUged 
to  adhere  to  their  former  rales.  The  Bullion  Committee,  bow- 
ever,  decidedly  condemned  these  opinions.  They  say,  speaking  of 
the  consequences  of  the  Bestriction  Act ; — 

"By  far  the  most  important  of  these  consequences  is,  that 
while  the  convertibility  into  specie  no  longer  exists,  as  a  check  to 
an  over-iasne  of  paper,  the  Bank  directors  have  not  perceived 
that  the  removal  of  that  check  rendered  it  impossible  that  such 
an  excess  might  be  issued  by  the  discount  of  per/ecthf  good  bills. 
8o  for  from  perceiving  this,  yonr  Committee  tuive  shewn  that 
they  maintain  the  contrary  doctrine  with  the  utmost  confidence  j 
however,  it  may  be  qualified  occasionally  by  some  of  their  ex- 
pressions. That  this  doctrine  Is  a  very  fallacious  one,  your 
Committee  cannot  entertain  a  doubt.    The  fallacy  upon  whidi  it 
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is  fotmded,  lies  in  not  diBtingtusliiiig  between  an  adrance  of 
capital  to  merchants  fmd  an  additional  supply  of  cnrrency  to  the 
general  maea  of  drcnlating  mediom.  If  the  advance  of  coital 
only  IB  considered  bb  made  to  those  who  are  ready  to  employ  it 
in  jndicioQS  and  prodnctive  nodertokingB,  it  is  erident  that  there 
need  be  no  other  limit  to  the  total  amoaat  of  advances  thui 
what  the  means  of  the  lender  and  bis  pradeace  in  the  selection 
of  borrowers  may  impose.  Bat,  in  the  present  sitnation  of  tbe 
Bank,  entrusted,  as  it  is,  with  the  ftmction  of  sapplying  the  public 
with  tihst  paper  coirency  which  forms  the  basis  of  oar  drculadon, 
and,  at  the  same  time,  not  subjected  to  the  liability  of  converting 
the  paper  into  specie,  every  advance  which  it  makes  of  c^iitid 
to  the  merchant  in  the  shape  of  discount,  becomes  an  addition 
also  to  the  mass  of  drcnlating  medium.  In  the  first  instance, 
when  the  advance  is  made  by  notes  paid  in  discount  of  a  bill,  it 
is  nndonbtedly  so  much  capital,  so  moch  power  of  nmlgng  pnr- 
chasee,  placed  in  the  hands  of  a  merchant  who  receives  the  notes; 
and,  if  these  hands  are  safe,  the  operation  is  so  far,  and  in  this, 
its  first  step,  useful  and  productive  to  the  public.  But  as  soon 
as  the  portion  of  drculatjng  medium  in  which  the  advance  was 
thus  made,  performs  in  the  hands  of  him  to  whom  it  was  ad- 
vanced, this,  its  first  operaticm  as  capital — as  soon  as  the  notes 
are  exchanged  by  him  for  eame  other  artide  which  is  c^tal, 
they  faH  into  the  channel  of  circolataon,  as  so  much  circnlatiDg 
medium,  and  form  an  addition  to  the  mass  of  cnrrency.  The 
necessary  effect  of  every  such  addition  to  the  mass  is  to  dimin'sh 
the  relative  valne  of  any  given  portion  of  that  mass  in  exchange 
for  commodities.  If  the  addition  were  made  by  notes  con- 
vertible into  spede,  this  diminntion  of  the  relative  valne  of  any 
given  portion  of  the  whole  mass  would  speedily  bring  back  nptm 
the  bimk  which  issned  Uie  note  as  much  as  was  excessive.  Bnt 
if  by  law  they  are  not  so  convertible,  of  oonise,  this  excess  will 
not  be  brought  back,  bnt  will  remain  in  the  channel  of  circulation, 
nntdl  paid  in  agtun  to  the  bank  itself,  in  discharge  of  tlie  bills 
which  were  originidly  disconnted.  During  the  whole  time  they 
remwn  out,  they  perform  all  the  functions  of  circttlating  medium, 
and  before  th'ey  come  to  be  paid  in  discharge  of  those  bills, 
they  have  already  been  followed  by  a  new  issue  of  notes,  in  a 
similar  operation  of  discounting.  Each  successive  advance 
r^ieati  the  same  process.    If  the  whole  snm  of  disconnts  om- 
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tannee  oatstanding  at  a  ^Ten  amount,  there  wiU  remain  perma- 
nently ont  in  circulation  a  correapoading  amonnt  of  paper;  and 
if  the  amount  of  diBconnte  is  pn^p-esrarely  increasiiig,  tihe  amonnt 
of  paper  which  remaine  ont  in  circnlation  oTer  and  above  what 
is  wanted  for  the  occaaionB  of  the  pnblic,  will  progreaaively  in- 
crease also;  and  the  money  prices  of  commodities  will 
pn^reffiirely  rise.  This  progress  may  be  as  indefinite  as  the 
range  of  speculation  and  adTeiitnre  in  a  great  commercial 
connby," 

S8.  Sach  is  the  reasoning  of  the  Bnllion  Report,  to  shew  the 
follacy  of  the  rule  of  the  directors.  We  are  not  aware  of  any 
other  attempt  to  refbte  it,  eo  elaborate  as  the  one  giren.  The 
coDclnsionB  are  perfectly  jnst,  bnt  the  expressions  are  in  some 
respects  ambignons,  in  some,  iDaocorate;  and,  altogether,  the 
reasoning  is  inadequate  to  effect  its  pnrpoee  of  demonstrating 
the  fallacy  of  the  doctrine.  In  the  first  place,  the  expression 
"good  bills"  is  ods  which  we  sh^l  shew  is  fiill  of  foUacy.  The 
Beport  has  fiirtber  been  clonded  by  the  false  distinction  between 
"capital"  and  "circolatiag  mediom."  Again,  it  says  the 
neceesary  effect  of  ereiy  addition  to  the  mass  of  the  cnrren<7, 
ia  to  diminish  the  Talne  of  the  whole,  which  assertion  is  entirely 
erroneous,  because  the  value  ef  the  currency  is  always  propor- 
tionate to  the  work  which  it  has  to  do;  and  it  is  only  a  change 
in  the  proportion  between  the  currency  and  the  work  that  it  has  to 
do,  that  caoses  a  change  in  its  value.  The  Committee  were 
iiirther  in  great  error  in  snppodug  that  so  small  an  amount 
u  could  be  added  to  the  circulating  medium  in  so  short  a  tame  as 
daring  the  currency  of  the  biUs  that  were  discoonted,  oould  have 
any  general  effect  on  prices. 

39.  We  shall  find  that,  by  starting  tmm  our  fundamental 
definitioD  of  currency,  as  transferable  debt,  and  that  the  value 
of  the  currency  depends  upon  the  qnanti^  of  b-ansferable  debt 
which  it  represents,  the  fiiUacy  of  this  theoiy  can  be  demon- 
Btrated  with  great  ease  and  simplicity,  and  the  mischierous 
consequences  which  followed  from  it  explained.  When  the 
merchant  A  comes  to  the  Bank  to  dtteount  the  acceptance  of  B, 
it  is  a  sale  of  the  debt  to  the  bank.  The  bank  buys  a  debt 
payable  at  a  fixed  time  after  date,  with  its  notes,  vhidi  ar«  so 
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manf  small  debte  payable  to  bearer  on  demand,  while  the  notes 
are  conTertible.  The  transaction  is  simply  an  exchange  of 
debts.  At  the  appointed  time  it  is  B's  dntj  to  take  a  qnantily  <tf 
cnirencj'  to  the  bank,  and  discharge  his  debt  He  does  this, 
either  in  coin,  or  in  the  bank's  own  notes.  If  be  pays  his  own 
debt  by  the  bank's  notes,  it  ia  simply  a  re-exchange  of  debts 
between  him  and  the  bank;  he  extingniahes  his  own  debt  to  the 
bank  at  the  same  time  an  equal  qaantity  of  the  bank's  debt  is 
taken  ont  of  circnlation  and  extinguished;  consequently,  the  pro- 
portion existii^  prerionsty  between  the  cnrrency  and  the  qnautily 
of  debt  it  represents,  remains  unaltered.  If  the  merchant 
discharge  his  debt  partly  in  coin  and  partly  in  bank  notes,  or 
wholly  in  coin,  the  same  resnlt  follows ;  the  notes  which 
remain  ont  in  circulation  still  represent  the  same  amount  <^ 
capital.  But  let  us  suppose  that  the  acceptor  fatU  to  meet 
his  engagement,  and  cannot  pay  his  debt.  Then  the  debt 
dne  to  the  bank  is  Itst  and  extinguished;  but  the  debt  agaiatl 
the  bank  remains;  and  the  bank,  whilst  the  notes  are  payable  to 
bearer  on  demand,  must  pay  this  debt  ont  of  its  remaimng 
capital.  Still,  however,  though  this  is  loss  of  capital  to  the 
baJik,  as  the  notes  are  taken  out  of  circnlation,  the  value  of  the 
not£S  remaining  in  circnlation  will  not  be  affected.  But  now  let 
ns  suppose  the  notes  to  be  inconvertible,  then,  as  before,  if  the 
acceptor  pays  the  debt,  the  notes  will  be  taken  out  of  circulation, 
and  extinguished  simultaneonsly  with  the  debt  which  thej  pur- 
chased, and  the  ralne  of  those  remaining  in  circulation  will  not 
be  altered.  But  suppose  that  the  acceptor  fails,  and  cannot  pay 
his  debt,  then  that  debt  is  extinguished,  but  the  notes  whicb 
purchased  it  remun  in  circnlation,  and  are  a  mere  addition  to 
the  circulating  medium  already  existing,  without  any  corres- 
ponding  addition  to  the  debt  or  capital  which  it  represents.  It 
would  have  exactly  tiae  same  practical  effects  as  if  for  every  good 
bill  of  £1,000  the  bank  were  to  issue  an  excess  of  curreiu?,  «J 
£1,500,  for  example,  and  when  the  bill  was  paid  only  £1,000 
would  be  taken  ont  of  circulation,  and  the  remainder,  £500, 
would  remain  in  circnlation.  This  residuum,  as  we  may  call  it, 
would  go  in  diminution  of  the  value  of  the  remainder,  exactly  in 
the  same  way  as  a  constant  increase  to  the  gold  currency  would 
gradually  cause  a  diminution  in  its  value.  Every  such  operation, 
therefore,  alters  the  proportion  between  the  correnc?  and  the 
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capital,  or  the  debt  it  represents;  and  tboagh,  no  donbt,  a  few 
immicce«Bfbl  operatiooB  of  this  sort  wonld  not  have  any 
Bensible  effect  in  changing  ita  valne,  yet  a  repeated  saccession  of 
them  mnat  necesaarily  do  bo  nltimately,  jnst  aa  adding  a  drop  to 
water  in  a  backet  may  not  perceptiblj  increaae  the  height  of 
the  water,  yet  a  continued  aeries  of  drops  will  at  length  cause 
the  water  to  overflow  the  bucket;  bo  a  continued  aeries  of 
mch  operatdona  under  an  inconvertible  paper  currency  moBt 
necesBarily  resolt  in  a  serious  diminution  in  the  value  of  the 
whole. 

ID.  Bnt  it  may  happen,  that  even  thongh  the  merchant  pays 
his  debt,  and  no  losa  of  capital  ensues  to  the  bank,  yet  it  may  be 
a  lofiB  of  capital  to  him.  Thus,  when  he  bought  the  goods  on 
credit,  and  gave  his  acceptance  for  them,  which  was  purchased 
by  the  bank,  he  meant  to  employ  thoae  goods  as  capital,  that  ia, 
he  bought  them  merely  for  the  purpose  of  selling  them  again, 
Tith  a  profit.  If  he  succeeds  iu  this  object,  aud  sells  them  to 
adrantage,  he  pays  his  acceptance  out  of  the  proceeds  realised 
hj  the  goods,  and  his  capital  is  increased  more  or  less,  according 
Co  the  greater  or  less  advantage  he  sells  them  at.  But  if  he  has 
made  a  miscalcalation,  and  sells  the  goods  at  a  loss,  he  must  stiU 
make  good  his  debt  to  the  bank,  out  of  his  remaining  ct^ital: 
and  such  a  transaction  is  a  losa  of  capital  to  him.  But  every 
loss  of  capital  to  an  individual  is  a  loss  of  capital  to  the  whole 
community.^  And  the  great  general  result  to  the  community  is 
absolutely  the  same,  whether  the  loss  of  capital  falls  upon  the 
individual  or  upon  the  bank.  The  capital  of  the  nation  is 
diminished,  but  the  currency  remains  the  same.  Consequently, 
every  unsuccessfnl  operation  in  trade  alters  the  proportion 
between  the  qaautity  of  the  currency  and  the  quantity  of 
the  debt,  or  the  capital  it  represents ;  and,  therefore,  every 
nnsuccessf^l  operation  necessarily  tends  to  diminish  the  value 
of  the  whole  cmrency,  unless  some  means  can  be  devised 
by  which  a  quantity  of  currency  can  be  removed  from  cir- 
culatiou  ^rrespoudJng  to  the  loss  of  capital.  Now,  the 
dimiuiition   in    the    value   of   the   cmrency   inevitably    shews 

'  J.  B.  Say  liu  alao  remarked  this  : — "  Un  maiiTus  ipeoiilatmir  art  aosii  tatal 
i  la  pmapaiiU  gcD^ral  qn'iin  diuipateiii."— I>aiM  tTBooiiamie  Politique,  j>.  44S, 
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itself  in  proceBS  of  time,  by  a  general  rise  in  prices.  It  loaj 
do  BO  gradnallj  and  imperceptibly  at  first — in  the  hooiiy 
variations  of  prices,  it  may  nol^  perhaps,  be  perceived  at  first; 
just  as  when  the  waves  are  breaking  npon  the  ^ore,  it  is  impoa- 
aible  to  tell  whether  the  great  tide  is  advancing  or  receding;  but 
if  it  Gontinnes  for  any  length  of  time,  all  bradeis  begin  to  feel  it 
instinctively.  It  is  impossible,  perh^  to  point  ont  the  precise 
inflnenoe  in  any  particnlar  transaction;  but  yet  it  makes  ita^ 
f^t  in  commercial  operations  by  a  general  rise  in  prices.  The 
fact  is,  that  when  tiie  operation  was  done,  and  the  prododion 
exposed  for  sale,  it  was  expected  and  calcnlated  that  a  oertain 
portion  of  cnrrency  would  be  appropriated  to  its  parchase.  Bat, 
if  people  do  not  want  the  article,  they  will  not  appropriate  tJist 
portion  of  cnirent^  to  ite  purchase;  the  [Htidncer  loses  liia 
capital,  and  the  cnrrency  remains  in  circniation.  And  the  in- 
creased quantity  of  it  gradually  enters  into  the  prices  of  other 
commodities,  aggravating  tiiem,  and  swelling  them  up.  Nov, 
when  this  is  the  case,  when  the  cnrrency  is  made  of  a  material 
which  has  a  nnirersaUy  acknowledged  value,  nature  herself  {KD- 
vides  the  remedy.  When  commodities  rise  in  price  in  this 
country  beyond  their  prices  in  foreign  countries,  besides  the  oost 
of  transporting  them  here,  they  will  be  imported  and  the  extra 
quantity  thrown  apon  the  market  diminishes  tiieir  price,  botii  by 
ijtering  the  ratio  of  supply  and  demand,  as  well  as  by  remoring 
the  quantity  of  cnrroncy  necessaiy  to  pay  for  them  fiom  drca- 
lation,  until  the  general  equihbrinm  is  again  restored  betvwi 
prices,  currency,  and  capital  But,  if  the  cnrrency  be  made  of  s 
material  which  has  no  value  whatever,  like  paper,  this  great  re- 
storing process  of  nature  cannot  take  place.  The  qnantity  of 
cnrrency  remains  the  same,  while  the  debt  it  represents  ii 
diminiBhed.  The  consequence  is,  a  general  diminution  in  valoe 
of  the  whole  currency — all  the  portion  of  the  currency  which  hu 
no  value  as  a  material  is  driven  ont  of  circolation;  tjien  Mowa 
a  great  rise  in  the  market  price  of  bolhon,  and,  a  necessary 
consequence,  a  &I1  in  the  foreign  exchanges. 

il.  The  foregoing  considerations  enable  ns  to  affix  a  definite 
and  specific  meaning  to  a  phrase  wMch  is  now  in  constant  ok, 
bat  which  we  have  never  yet  seen  any  attempt  to  explain.  All 
discnaoona  npoa  currency  are  full  of  misty  and  vague  ezpnauoni 
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sboQt  "esceesive  iaaaes,"  "over-iBenes,"  but  ve  have  never  seen 
any  attempt  to  define  what  an  "over-iBsoe"  is.  Now,  "over- 
isBoes "  in  genera],  mnat  consist  of  specific  instances  of  "  over- 
issiie  "  in  particular  cases.  Where  is  the  use  or  the  sense  of 
casting  Tagne  and  indefinite  accusations  against  the  Bank  of 
making  "  excessiTe  iasnes,"  nnlees  the  person  who  makes  the 
charge  is  prepared  to  point  oat  spedfically  which  iBsnes  are  ex- 
cessive, and  which  are  not  ?  Now,  the  meaning  which  we  affix 
to  an  "excessive  iasne,"  or  an  "over-issue,"  is  an  advance  upon 
tn  nnsnccessfdl  operation,  or  the  "purchase  of  a  bad  debt." 
Every  quantity  of  currency  advanced  to  promote  an  unsuccessiU 
operation,  or  which  purchases  a  bad  debt,  alters  the  proportion 
between  the  currency  and  the  debt,  or  the  capital  it  represents. 
Each  specific  instance,  then,  of  snob  an  operation,  ie  an  "  over- 
iaane,"  and  the  expression  "over-issue,"  or  "  excessive  issue,"  has 
DO  other  meaning. 


42.  The  foregoing  xnsiderations  also  shew  the 
fallacy  of  the  theory  we  have  been  discaseing,  of  issuing  notes 
upon  "  good  bills."  In  a  banker's  sense,  a  "  good  bill "  means 
simply  a  bill  which  is  dnly  paid  by  the  proper  party  at  matnrity. 
It  is  not  the  smallest  consequence  to  him,  whether  the  transac- 
tion ont  of  which  the  bill  originated  is  a  profit  or  a  loss  to  the 
person  who  incnrred  the  obligation,  as  long  as  he  is  paid.  Bat 
if  the  expression  "  good  bill "  be  taken  in  a  more  extended 
and  philosophical  sense,  to  denote  a  bill  npon  which  it  is  safe 
to  issue  currency,  it  is  a  very  different  matter  indeed,  for 
then  a  "  good  bill "  can  only  mean  one  generated  by  a  successfnl 
operadon. 

43.  It  is  not  a  little  remarkable  that  Adam  Smith  adopts  both 
the  theories  of  paper  currency,  which  have  imposed  so  exten- 
sively on  the  banking  and  mercantile  world,  and  that  within  a 
very  few  pages  of  each  other.  The  one  theory,  that  which  the 
Bank  Directors  and  merchants  adopted  in  1810 ;  the  other,  which 
is  the  great  correnc?  Macy  of  the  present  day.  The  two 
theories  are  ntterly  irreconcilable  and  inconsistent  with  each 
otherj  the  one  necessarily  leads  to  the  most  excessive  over-issaes 
and  depredatjoo  of  the  paper  currency ;  ±e  other,  if  carried  out 
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in  all  its  iategritj,  wonld  be  utterly  destrnctiTe  of  the  bnsinea  of 
banking. 

44.  What  then  a  the  only  troe  fonndation  of  a  paper  cat- 
rency?  Every  conuderation  of  aoond  reasoning  and  ecienoe, 
prevee  that  the  only  tme  fonndation  of  a  paper  cnrrency  is  that 
HUbetance  which  is  the  legal  or  the  nniverBally  accepted  represen- 
tatiTe  of  Debt,  t.  e.,  of  services  dae,  whatever  Qt&t  sabetance  be. 
Now,  among  all  civilized  nations,  gold  or  silver  bollion  is  the 
acknowledged  representative  of  debt.  Consequently,  gold  a 
silver  bullion  is  the  only  tme  basis  of  a  paper  cnrrency.  Among 
all  civilised  nations  the  weight  of  bullvm  i»  the  acinowlsdgat 
meature  of  vabie,  and,  consequently,  bullion  is  the  only  fne 
basis  of  the  "promises  to  pay."  Many  unthinking  persou 
declaim  against  the  absnrdity  of  founding  a  paper  cnireiii^ 
upon  the  cmnmodily  of  gold  bullion  rather  than  any  other  com- 
modity, such  as  wheat,  or  silk,  or  sugar.  Bnt  it  is  not  as  a 
commodity  that  bullion  is  the  basis  of  a  paper  currency,  hat  m 
the  substance  which  is  the  accepted  representative  of  debt.  It 
wonld  be  perfectly  possible  to  moke  a  yard  of  broadcloth,  or  ■ 
Dutch  cheese,  the  symbol  of  debt,  and  the  measure  of  val«; 
then  broadcloth  or  Dntch  cheeses  wonld  be  the  only  tme  baeiB  <^ 
a  paper  cnrrency  ;  and  to  issne  paper  upon  the  basis  of  bolljoii 
would,  in  snch  a  case,  be  aa  improper  as  to  issue  paper  on  the 
basis  of  broadcloth,  or  Dutch  cheeses,  under  existing  circom- 
stonces.  But  all  nations  are  agreed  that  bulUon  is  better  fiUedby 
natnre  for  such  a  purpose  than  broadcloth,  or  Dutch  dieeses; 
and,  consequently,  as  it  seems  to  be  the  substance  pointed  out  by 
nature  herself  for  representing  debt,  it  is  the  substance  which 
forma  the  only  trae  basis  of  a  paper  currency. 

45.  Bullion,  then,  as  the  symbol  of  debt,  is  not  only  the  sole 
proper  basis  of  a  paper  currency,  but  is  the  only  true  regnlatw 
of  its  amount.  As  all  paper  currency  is  a  "promise  to  pay" 
gold  or  silver  bullion  at  some  defiuit«  time,  it  is  quita  evident 
that  the  "  promises  to  pay  "  floating  in  a  nation  must  bear  some 
proportion  in  quantity  to  the  actual  quantity  of  the  bullion.  It 
is  quite  impossible  to  fix  any  definite  proportion,  becanse  that 
depends  upon  a  multitude  of  peculiar  circumstances.  Experience 
is  the  only  guide  on  the  subject. 
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46.  Specie  and  credit,  or  money  and  promiBcs  to  pay  money, 
then,  form  the  only  tme  drcnlating  medium  or  current^,  and 
tb^  are  its  limits.  If  the  limits  of  spede  and  credit  are  once 
transgreesed,  ve  plnnge  at  once  into  the  dread  abyss  of  Lawism, 
and  there  is  no  logical  goal  till  we  arrive  at  the  aseignata  of  1796, 
Of  the  issnes  in  America  in  1887;  and  even  these  did  not  reach 
the  fall  limits  allowed  by  the  theory.  It  is  impossible  to  esceed 
the  boQodaries  of  money  and  credit  by  a  single  iota,  vithont 
inTolving  this  absurdity — f/iat  we  can  but/  a  thirty  and  keep  the 
price  of  it  as  well. 

47.  U oney  and  credit,  then,  must  always  increase  and  decrease 
together.  If  aman's  real  capital  is  rednc^  fh>m  £1,000  to  £100, 
it  is  qnite  clear  that  he  cannot  safely  keep  in  circulation  as  many 
"promises  to  pay"  as  when  he  had '£1,000,  and  if  his  real 
coital  is  leaving  him,  he  most  reduce  his  liabilities  in  a  similar 
proportion.  If  he  chooses  to  spend  £500  in  baying  commodities, 
mch  as  com,  it  is  qnito  clear  he  cannot  spend  the  money,  bny 
the  commodity,  and  have  the  price  ae  well.  Now,  what  is  tme 
of  a  single  indiridnal  is  eqnijly  true  of  a  bank,  or  of  a  nation. 
When  an  ordinary  bank  feels  a  drain  upon  its  bullion,  it  must 
redace  its  liabilities,  its  "promisee  to  pay,"  or  else  the  mia  of 
that  bank  is  certain.  Now,  some  people  think,  that  though  this 
auut  be  tme  of  private  banks,  yet  it  is  the  reverse  of  true  applied 
to  the  Bank  of  Enghmd,  and  that,  as  its  bullion  decreaaea  it 
oQgfat  to  increase  ite  issues.  Sir  Archibald  Alison  frequently 
reminds  us  of  the  tmism  that  the  same  great  law  regulates 
the  foil  of  a  pebble  and  the  motion  of  the  planets.  So  we  may 
say  that  the  same  great  law  regulates  the  relations  between  Gie 
oedit  and  the  capital  of  the  humblest  individual,  the  smallest ' 
bank,  the  Bank  of  England,  and  the  British  nation.  Some  people 
think  that  as  capital  decresses  credit  should  increase.  What 
makes  the  credit  of  Great  Britain  so  great?  Because  her  capital 
is  80  great.  Why  is  the  credit  of  Russia  so  low?  Because  her 
capital  is  so  small. 

48.  The  operation  of  reducing  "  issues  "  or  "  advances,"  is 
always  one  which  will  excite  much  complaint,  and  requires  to  be 
done  with  much  delicacy;  and,  indeed,  the  great  problem  in 
legnlating  the  paper  currency,  is  to  discover  the  true  mode  of 
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acting  npoQ  tt,  bo  as  on  the  one  hand  to  maintain  alwayB  its  nni- 
formitf  in  value  with  the  coin  it  repreeenta,  and  on  the  other  not 
to  contract  it  too  anddenlj  and  violentJy,  and  witftont  giTtug  the 
public  sniScient  warning  to  enable  them  to  reduce  their  liabilitiei 
in  proportion. 

49.  From  the  amazing  confbaion  of  language  and  thonght 
which  pervades  almost  aU  treatiaeB  on  monetary  science,  the  plan 
and  obvious  method  of  controUing  the  paper  currency  has  almort 
entirely  eluded  obeerration.  No  person  who  apprehended  the 
tme  nature  of  banking,  and  expressed  it  in  simple  langnsge, 
conld  fail  to  see  the  natural  controller.  The  main  bnaines  of 
oommerdal  banking  is  disconnting  mercantile  bills — that  is,  buying 
debts.  Discounting  a  bill  for  a  merchant  is  not  lending  him 
money  bnt  iuywtg  a  debt  due  to  him;  and  the  price  of  such  debt 
most  follow  exactly  the  same  laws  aa  the  price  of  com,  or  any 
other  article.  If  money  is  very  scarce,  and  wheat  very  abundant, 
the  price  of  wheat  must  &11;  if  money  is  very  abundant,  tlte 
price  of  wheat  will  rise.  The  price  of  debta  obeys  the  same 
rules.  If  money  becomes  very  scarce,  the  price  of  debts  mmt 
fUl,  t.  «.,  the  discount  most  rise.  If  spede  becomes  abundant 
the  price  of  debts  will  rise,  i.  e.,  the  discount  will  falL  The  price 
of  debts,  then,  must  follow  the  same  great  laws  of  natme  tlut 
the  price  of  wheat  does.  Now,  does  not  every  man  of  comnKm 
sense  know  that  it  is  the  most  foolish  and  insane  thing  to  trj 
to  control  the  price  of  wheat?  As  we  have  shewn  in  another 
place,  it  is  not  the  flnctoation  of  the  price  of  wheat  tfcat 
is  the  evil,  bnt  it  is  only  the  sign  of  evil.  The  real  evil  is  tiie 
change  in  the  proportion  of  the  demand  and  supply,  and  the  floo- 
tnation  of  the  price  is  the  grand  natural  corrector  of  the  eriL 
Does  not  every  one  know  that  a  high  price  of  com  ig  the  way  to 
at^act  com  where  it  is  deficient,  and  a  low  price  the  way  to  r^  it 
from  where  it  is  already  too  abundant?  Does  not  every  one  with 
common  sense  know  that  it  is  the  most  tatal  folly  to  force  down 
the  price  of  wheat  when  there  is  a  real  scarcity,  and  to  sell  it 
below  the  price  it  would  naturally  attain?  Caii  any  oonne  be 
more  sniddal? 

50.  Now,  apply  all  the  aigmnents  which  suggest  theraselTea 
so  irresistibly  in  ^e  case  of  wheat  to  the  case  of  <»«dit,  or  tbe 
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pnrchaBe  of  debts,  and  the  same  resalts  follow.  The  same 
great  law  of  nature  operates  to  preserve  the  due  proportion 
between  specie  and  credit  and  an;  interference  with  this  great 
law  must  necessarilj  be  attended  with  the  same  evil  conscqnencea 
u  an  interference  with  tlie  natural  price  of  wheat.  And  yet 
dmoet  all  legislation  np  to  a  veiy  recent  period,  and  almost  all 
•rriten  on  potitical  economy,  and  too  many  of  the  commercial 
waAi,  were  in  a  perverse  combinatioQ  to  thwart  this  great  law 
of  natore,  and  attempt  to  keep  the  rate  of  discount,  or  the  price 
of  debtfi,  fixed  at  a  uniform  scale ! 

51.  WMe,  therefore,  the  greater  part  of  commercial  com- 
plaints are  levelled  againat  Tariatioas  in  the  rate  of  disconnt  as 
the  great  evil,  the  troth  ie,  it  is  only  the  m/n  of  the  eril.  The 
tai  eril  is  the  altered  proportion  between  specie  and  credit,  and 
a  Tariatioa  in  the  rate  of  discoant  is  the  grand  natural  corrector 
of  the  evil.  To  attempt  to  keep  the  rate  of  dlaconnt  uniform,  is 
to  thwart  and  contravene  the  laws  of  nature  just  the  same  as  an 
attempt  to  fix  the  price  of  wheat.  Like  all  tme  laws  of  natnre, 
the  dmpUcity,  beauty,  and  perfection  of  its  action  is  marvellous, 
and  it  produces  a  multitude  of  results  which  are  not  perhaps 
veij  obvious  at  first.  If  specie  is  leaving  the  country  and  be- 
coining  scarce  compared  to  credit,  every  principle  of  nature 
ahewe  that  the  value  of  money  must  rise,  t.  e.,  the  rate  of  disconnt 
must  rise ;  and  this  has  a  tendency  to  prevent  the  outflow 
□f  bullion,  and  to  attract  it  from  abroad ;  on  the  other  hand, 
if  specie  be  flowing  into  the  country  and  likely  to  become 
too  abnndant  compared  to  credit,  a  &11  in  its  value,  or  a 
bll  in  the  rate  of  discount  repels  it  from  the  country.  If  a 
nation  be  visited  with  a  great  fdlore  of  the  crops  it  can  only  buy 
inch  food  from  foreign  countries  with  its  commodities  or  its 
oioney  ;  it  cannot  send  its  credit  in  payment  abroad.  Now,  if 
commodities  are  too  dear,  it  mnst  pay  with  money,  and  credit  in 
this  country  is  the  great  prodncing  power,  and  credit  for  a  time  is 
a  great  sostainer  of  prices  by  enabling  people  to  withhold  their 
commodities  from  the  market.  Now,  raising  the  rate  of  discount 
curtails  credit,  forces  sales,  and  thereby  lowers  the  prices  of 
OHninodities,  and  makes  it  leas  profitable  to  export  specie,  and 
more  profitable  to  export  goods.  Moreover,  this  rise  in  the  valne 
tS  uxaay  here,  t.  e.,  the  low  price  of  debts  and  commodities. 
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tempts  bnyera  from  neighbonriDg  countries  to  bring  their  money 
here.  It  thna  caoees  an  inflow  of  bnllioo,  and  restores  oar 
currency  to  a  nniformitf  of  valoe,  with  that  of  neighbooring 
Gonntries.  Again,  if  this  nation  has  to  spend  a  great  part  of  ite 
money  in  buying  foreign  corn,  it  is  qnite  clear  that  it  bas  not  got 
80  much  to  spend  in  pnTchasing  goods  ;  an  over-prodnction  of 
goods,  therefore,  can  only  end  in  a  disastroos  fall  in  prices.  Aod 
here,  too,  the  beantifiil  action  of  this  great  law  of  natue  is 
manifest.  80  enormoos  a  proportion  of  the  commodities  of  Ihis 
coontry  are  prodnced  by  the  credit  system,  that  a  rise  in  the  rate 
of  discount  jnst  hits  profits  between  wind  and  water,  as  we  may 
say.  Consequently,  a  rise  in  the  rate  of  diaoonnt  retards  and 
curtails  production  in  proportion  to  the  diminished  consaming 
powers  of  the  nation,  and  so  prevents  snch  a  ruinooB  M  in 
prices  as  would  necessarily  follow  an  nndimiiiiBhed  prodnctioii, 
accompanied  by  a  diminished  power  of  consumption. 

52.  In  foot,  when  a  commercial  crisis  occnis  in  a  country,  it 
inrariably  means  that  more  persons  are  wishing  to  sell  tim 
there  are  persons  to  buy,  or,  at  least,  at  remnneratiye  prices.  A 
commercial  crisis  invariably  arises  from  a  lack  of  pnrchum, 
which  is,  in  fiwt,  over-production.  True  prudence,  therelwe, 
shews  that  in  all  commereial  crises,  production  Hvndd  be  mrbid. 
It  is  much  better  not  to  produce  at  all,  than  to  produce  and  be 
obliged  to  sell  at  a  loss.  To  produce,  and  be  obliged  to  aril 
below  the  cost  of  production,  is  loss  of  capital.  It  is  better, 
therefore,  not  to  employ  the  capital  at  all  than  to  lose  it.  Raian? 
the  rate  of  discount,  therefore,  acts  as  a  timely  warning  to  pro- 
ducers to  bold  hard.  It  is  necessary  to  dispose  of  the  stock 
already  produced,  before  producing  more,  and  if  the  Btreun  of 
sale  is  stopped  while  production  continues,  it  can  only  end  in  > 
more  aggravated  fall  at  last. 

bS.  Now,  what  is  the  necessary  consequence  of  an  attempt  to 
thwart  this  great  law  of  nature  7  In  time  of  scarcity  of  food, 
and  a  necessary  export  of  money  to  buy  it,  if  the  rate  of  die- 
count  be  kept  uunatorally  low,  nothing  but  money  will  go; 
commodities  are  too  dear,  they  will  not  go.  Again,  money  being 
kept  at  an  unnaturally  low  rate  here,  no  one  will  bring  it  here 
from  neighbouring  countries ;  oousequently,  great  quantities  of 
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money  will  go  ont  and  none  will  come  in,  till  at  last  the  cir- 
cnlaldiig  medium  will  be  nothing  bnt  "promises  to  pay,"  and 
no  money  to  pay  them  with.  Then,  at  last,  violent  convulgions, 
total  destmction  of  credit,  every  one  wishing  to  sell,  and  no  one 
wishing  or  able  to  buy. 

54.  On  the  other  hand,  if,  when  specie  is  flowing  in  with  too 
gre^  abnadance,  it  be  not  repelled  by  a  due  diminution  in  the 
Tslne  of  money,  i.  «.,  a  Ml  in  the  rate  of  discount,  it  will  continue 
b>  do  so  until  it  is  bo  superabundant  that  a  violent  fall  takes 
place.  Persons  who  are  accustomed  to  depend  on  the  incomes 
they  derive  from  the  interest  of  money,  suddenly  find  that  their 
means  are  seriously  diminished.  In  the  year  1824  there  was 
Bach  a  plethora  of  capital  in  the  country  that  the  Scotch  banks 
gave  DO  interest  on  deposits ;  after  18S4  came  18S5.  Then  wild 
^ecnladons  find  &vonr  in  the  public  mind,  promising  higher 
profits ;  and  then  the  communily  goes  throi^b  the  cycle  of 
bubble  Epecalations,  eitrav^ant  credit,  ending  in  a  commercial 
catastrophe.  We  may  feel  quite  certain  that  if  during  the  various 
crises  this  country  has  passed  Uirough,  there  had  been  more 
attention  paid  to  observe  the  natural  rate  of  discount,  instead  of 
thwarting  the  course  of  nature,  though  the  variations  would  have 
been  more  frequent,  they  would  have  been  less  violent  and  ex- 
treme. If  specie  is  coming  in  with  too  great  speed,  it  \a  good  to 
lower  the  rate  of  disconut  quickly  to  prevent  it  getting  lower ;  if 
specie  is  going  out  too  rapidly  it  is  good  to  raise  the  rate  quickly 
to  prevent  its  being  higher. 

55.  Such,  however,  is  the  perversity  of  men,  that  many  think 
that  a  nniform  and  invariable  rate  of  discount  is  the  great  Uiing 
to  be  preserved,  no  matter  what  nature  may  say  to  the  oontrary, 
and  their  ingenuity  is  racked  to  devise  a  plan  for  always  keeping 
it  BO,  just  as  if  the  governor  of  the  steam  engine  onght  always  to 
revolve  witii  uniform  velocity.  Now,  the  inevitable  consequence 
of  taking  these  means  to  thwart  nature  will  be,  that  when  specie 
is  scarce,  it  vrill  be  repelled  by  a  lower  rate  than  the  natural  one ; 
when  it  is  already  too  abundant,  it  vrill  be  still  further  attracted 
hy  a  rate  higher  than  the  natural  one. 

66.  The  extr^ne  anxiety  of  persona  to  attain  an  impossible 
object,  always  to  have  the  power  of  selling  debts  due  to  Uiem  at 
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a  nniform  rate,  has  led  to  a  very  {trevalent  theory,  which  Beam 
very  innoceDt  and  simple.  It  being  desirHble  alvayB  to  maintam 
the  cmrency  at  a  nnifbrm  amount,  they  propose  Uiat,  as  gtrid 
goes  ont,  paper  shonld  be  issned  to  snpply  its  place.  This  them; 
is  adopted  by  Sir  Archibald  Alison,  who  says,  after  condemniiig 
the  theory  that  gold  and  paper  mnst  vary  together . — 

"  The  true  Bystem  would  be  jost  the  reverse.  Proceeding  on 
the  principle  that  the  great  object  is  to  eqoalise  tbe  coneu^, 
and  with  it  prices  and  specolations,  it  wonld  enJarge  the  paper 
cnrrency  when  the  precions  metAls  are  withdrawn,  and  credit  is 
threatened  with  a  stoppage,  and  proportionally  contract  it  when 
the  predons  metals  retum,  and  the  cnrreacy  is  becoming 
adeqnate  withont  any  considerable  addition  to  die  paper." 

57.  There  would  be  certainly  sometJiing  specious  in  the  idea 
of  iasning  bank  notes  to  snpply  the  place  of  the  gold  that  went 
ont,  if,  unfortunately,  it  had  not  been  tried  over  and  over  again, 
and  been  attended  uniformly  with  a  catastrophe.  When  gold 
was  leaving  the  conntiy  in  vast  quantities  in  1796,  the  Bank  of 
England  still  mtuntained  its  issnee,  against  its  own  will,  it  is 
bne,  but  yet  the  fact  illastrates  the  jn-vuiple,  and  the  conse- 
quence was  the  suspension  of  cash  payments  in  1797.  When  the 
Bank  had  got  right  again  in  1817,  a  drain  for  foreign  loans 
began,  and  the  Bank  extended  its  issues  in  1818,  and  theoon- 
seqnence  was  the  second  su^nsion  of  cash  payments  in  1819. 
In  1824,  when  bullion  was  departing  ftt>m  the  country  Uke  a 
flood,  the  Bank  extended  its  issues  ;  then,  when  it  saw  itself  right 
in  the  vortex  of  bankruptcy,  it  suddenly  altered  its  pc^cy,  and 
the  result  of  all  this  was  the  catastrophe  of  18S5.  In  1838-9,  a 
similar  drain  occurred,  the  Bank,  with  marvellous  perveisit;, 
maintained  its  rate  of  discount  considerably  below  the  market 
rate,  and  the  result  was  the  monetary  crisis  of  1839.  In  1M7, 
there  was  the  same  error  and  the  same  result.  Surely  diese 
instances  are  enough  to  destroy  this  fatal  delusion. 

58.  In  fact.  Sir  Archibald  and  the  great  body  of  poblio 
writers  who  share  these  sentiments,  wholly  mistake  the  object  to 
be  sought  for  in  so  delicate  and  artificial  machine  as  a  paper 
currency.  The  object  to  be  aimed  at  is  not  to  preserve  a  nniform 
rate  of  disconnt  in  this  conntey,  bnt  to  maintain  a  oniformity  in 
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tiie  value  of  the  Britiidi  cnrrency  with  that  of  other  cotmtriee.  If 
monej  is  made  artifidallf  cheap  in  this  country,  th&t  is,  cheaper 
than  it  is  in  neighbonring  conntriea,  peraons  in  this  country  will 
txpm-t  it  to  when  it  is  of  greater  valne  ;  they  will  buy  foreign 
secnrities,  they  will  import  foreign  commodities.  On  Uie  other 
hand,  foreign  nations  will  flood  this  country  with  their  eecnrities 
— ^JQst  as  the  Americans  did  in  1839,  when  the  Bank  kept  down 
the  rate  of  discount  below  its  proper  level — because  liiey  can 
■ell  them  at  a  better  price  here  than  in  tlieir  own  country.  If  a 
man  wishes  to  sell  a  horse,  and  my  neighbour  will  only  give 
£90  for  it,  and  I  will  give  £96,  he,  of  couise,  will  sell  the  horse 
(o  me,  and  take  away  my  cash.  So,  when  the  Americana  wished 
to  sell  their  debts,  and  found  that  in  their  own  country  they  could 
only  get  £90  per  cent,  for  them,  whereas  they  could  get  £97  per 
cent,  for  them  in  England,  as  a  natural  consequence,  they  sent 
them  to  England  for  sale,  and  took  away  the  cash.  The  only  way 
for  England  to  have  stopped  this  would  have  been  to  give  no 
more  for  these  secnritiee  than  the  AmericanB  wonld  themselves  ; 
in  other  words,  to  muntain  a  nniformity  in  value  between  the 
currencies  of  the  two  countries. 

59.  When  the  foreign  exchanges  are  nnfitvonrable  to  this 
Goimtry,  the  simple  meaning  of  that  is,  that  it  is  profitable  to 
export  gold.  Now,  where  is  Uie  gold  got  fVom  for  exportation  ? 
From  the  Bank  of  England.  And  how  is  it  got  from  there  ?  By 
gettdug  hold  of  the  Bank's  "promises  to  pay  "  gold  on  demand. 
Now,  when  the  Bank  of  England  knows  that  a  multitude  of 
perrons  are  trying  to  get  hold  of  its  "  promises  to  pay,"  for  the 
purpose  of  demanding  gold  for  them,  to  cany  out  of  the  conntry, 
would  it  not  be  the  height  of  folly  in  the  Bank  to  be  multiplying 
its  "promises  to  pay"  in  all  directions,  and  selling  them  cheap  ? 
This  would  be  exaclJy  ae  wise  as  if  the  captain  of  a  ship,  directly 
he  saw  a  storm  coming  on,  were  to  set  all  his  studding-sails  and 
Toyate.  When  tlte  captain  sees  the  tompeet  approaching,  he  must 
get  down  his  t(^gallant  masts  and  reef  his  topsails  ;  bo,  when  a 
commercial  tempest  is  threatened  it  behoves  those  who  pilot  the 
vessels  of  credit  to  contratt  their  "promises  to  pay." 

60.  The  plan  proposed  by  Sir  Archibald,  and  a  multitude  of 
imthinking  writers,  is,  that  when  gold  ia  leaving  the  conntry. 
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oommiBsionera  sbonld  be  appoiDted  to  inne  an  eqaal  unount  of 
iDGonvertible  paper,  wbicb  U  to  be  withdrarfo  wbea  gold  oonieB 
back  again.  Bat  what  is  to  be  doae  with  the  conTertible  paper 
alreaily  in  enstence  ?  Is  it  to  be  declared  inconvertible  ?  Vor, 
as  long  as  the  tsto  of  .  dieconnt  is  depressed,  there  will  be  s 
constant  demand  for  gold  in  exchange  for  notes,  and  a  ooms- 
ponding  amonnt  of  incwivertibU  paper  mast  be  iasQed.  Let  this 
wonderftil  theory  be  put  in  practice,  and  the  drain  will  not  ceasa 
nntil  CTery  sorereign  has  left  the  conntry  ;  and,  moreover,  the; 
never  will  come  back  again.  For,  aa  the  avowed  intention  is  to 
keep  down  tbe  rate  of  disconnt,  and  to  keep  up  prices,  fJiere  is 
nothing  to  bring  the  foallion  back  again.  Nothing  con  bring  it 
back  again  here,  except  we  can  sell  onr  commodities  or  debts 
cheaper  than  other  nations.  Bnt  it  is  tlie  avowed  intention  (rf 
these  issnes  to  prevent  that ;  conaeqaentlj  no  bnllion  ever  will 
come  back. 

61.  Bat,  moreover,  this  wonderftil  panacea  (rf  all  numriaiy 
ills — iBsniog  an  inconvertible  paper  cnrrency,  to  supply  Hie  place 
of  the  gold  that  goes  ont — is  jost  our  old  friend  J<^n  Law> 
scheme  over  again,  of  issning  pa^>er  currency  based  npon  oom- 
moditiee.  Thoee  who  advocate  this  tiiink  that  the  nation  can 
send  its  money  abroad  to  buy  food,  and  have  it  as  well  in  tlie 
form  of  paper  money.  Just  as  if  a  man  might  go  into  a  shf^, 
spend  his  money  there  in  bnying  goods,  and  then  have  it  again 
in  the  form  of  a  "promise  to  pay."  When  will  tJiis  HtDpendoos 
delusion  be  eradicated  from  the  public  mind?  If  I  have  a 
certain  quantity  of  money  in  my  till,  I  may  safely  give  a  "  pro- 
mise to  pay ;"  or,  if  I  know  for  certain  that  money  is  coming  in 
to  me  on  a  certain  day,  I  may  give  my  "  promise  to  pay"  at  a 
certain  date ;  but  when  I  have  actually  spent  my  money,  and  it 
is  gone  away  from  me  for  ever,  to  think  that  I  coidd  then  giant  ■ 
"promise  to  pay"  worth  anything,  is  an  idea  which  savonia 
little  of  sanity.  In  1696-7,  during  the  re-coinage  of  the  ulrer, 
the  Bank  of  England  might  have  issned  £1  notes  with  ^ 
greatest  advantage  and  propriety  tat  a  temporary  purpose 
because  it  knew  that  it  would  shortly  have  the  money  to  pay 
tttran  with  ;  but  when  the  money  is  gone  Irom  the  Bank  to 
buy  com  atooad,  it  wonld  be  the  most  dangerous  foUy  posible 
to  issue  notes  to  supply  the  place  of  gold. 
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62.  Bab  there  are  aeveral  other  consideratione  which  point  oat 
tbat  the  rate  of  discount  is  the  trae  method  of  acting  npon  the 
paper  currency.  As  soon  as  the  eschacge  becomes  bo  anfavont^ 
able  as  to  make  it  profitable  to  export  gold,  aa  immense  number 
of  bills  are  fabricated  for  the  purpose  of  being  sold  for  the  sake 
of  the  premiam ;  and  these  will  continue  to  be  fabricated  as  long 
as  the  rate  of  discount  is  kept  below  that  of  neighbouring 
ccmntries ;  now,  raising  the  rate  of  discoant  strangles  all  sach 
(^rations  in  the  birth.  If  only  the  numerical  amonst  of  notes 
be  locked  to,  and  the  rate  of  discount  be  kept  down,  these  speoo- 
lators  may  get  their  bills  passed,  while  legitimate  trade  bills  may 
be  refused.  A  moderate  rise  in  the  rate  of  discount  will  never 
inflict  any  real  injury  on  trade  at  all  eqoal  to  the  refusal  to 
diBConijt  trade  bills  ^together;  and  that  is  the  result  which 
has  always  ensned  from  a  perseverance  in  keeping  down  the 
ndne  of  money  below  its  n^nual  level. 

63.  Moreover,  when  the  nation  is  actui^y  obliged  to  spend  ibi 
money  in  baying  foreign  com,  or  on  any  other  object,  snch  as 
irar,  it  is  quite  impossible  that  it  can  have  so  madi  money  to 
^)end  npon  other  things  j  its  consoming  powers,  therefore,  are 
diminished ;  it  must  econ<miise  in  other  things.  Now,  if  &6 
rate  of  discount  is  kept  below  its  natural  level,  it  stimnlates  and 
encourages  production  so  much  beyond  the  powers  of  con- 
sumption, that  it  must  necessarily  terminate  in  an  aggravated 
Ml  in  prices.  A  timely  raising  of  the  rate  of  discount  is, 
therefore,  a  warning  to  producers  to  contract  their  operations 
gradually.  But  keeping  it  nnnatnially  low  lulls  them  into  fUse 
security  j  they  maintain  their  engagements  on  credit  on  an  undi- 
minished scale,  till  at  last  the  Bank,  for  its  own  safety,  is  obtiged 
to  poll  np  on  a  sudden — to  bring  up  all  standing,  ^^n  follows 
a  total  refiisal  to  disconnt,  commercial  panic,  and  ruin. 

64.  It  is,  then,  an  incontrovertible  fondamental  truth  in 
monetary  science,  that  specie  and  ovdlt  form  the  circulating 
mediom,  and  that  they  most  imrease  and  decrease  together.  An 
increase  of  currency,  without  an  increase  of  debt,  has  no  effect 
bat  to  di"'!"'"*'  the  value  of  the  currency.  The  same  thing 
h^ipens,  \S,  when  debt  is  destroyed,  currency  is  not  destn^ed 
with  it.    If  a  metallic  currency  increases  faster  than  debt,  nature 
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provides  a  remedj — it  is  immediately  exported.  Bat,  with  an 
iacoavertible  paper  cnrrency,  this  cannot  happen,  and  when  delA 
is  destroyed,  cnrrency  remains  in  circnlation  ;  when  this  goes  oa 
for  any  length  of  time,  or  to  any  extent,  the  inevitable  result  is  a 
depreciatioD  of  the  papra  currency,  which  is  shewn  by  the  rise 
of  the  market  above  Uie  Mint  price  of  gold.  This  was  eminently 
exemplified  in  England  in  the  years  snbseqiient  to  1810.  The 
extravagant  specnlations  were  followed  by  an  enormons  de- 
Btmction  of  capital ;  bnt  the  currency  which  was  issned  U> 
represent  it  remained  in  circnlation,  and  soon  manifeflted  itself 
in  a  rapid  foil  of  the  valae  of  p^>er.  It  was  impossible  that 
paper  ever  ahonld  right  itself,  nnleaa  this  superfluous  currency 
was  destroyed.  It  is  recorded  that  an  Irishman  once  haTit^ 
taken  a  dislike  to  a  banker,  in  order  to  spite  him,  collected  s 
number  of  his  Dotea  and  burned  tfaem.  It  wonld  have  beeo  an 
excellent  thing  for  the  conntiy  bankers  of  England  in  1614-1% 
if  some  one  had  done  the  same  kind  office  for  them.  The  quantitr 
of  paper  currency  was  so  excessive,  compared  to  what  it  npre- 
sented,  that  nothing  conld  restore  it  to  its  par  value  hat  the 
destimction  of  a  large  portion  of  it ;  and  this  was  brought  about 
I^  the  defltmction  of  the  issuers  of  it ;  and,  when  ihia  was  don^ 
the  value  of  the  remtunder  rose  to  par. 

66.  We  have  gone  over  most  of  the  theories  of  cnrrency  which 
have  attained  Qie  greatest  practical  importance.  That  there  aie 
others,  is  true  ;  bnt  thej  have  generally  been  confined  to  a  rauU 
knot  of  &natics.  But,  as  they  seem,  at  last,  to  have  died  ont, 
we  need  not  weary  our  readen'  patience  by  disturbing  theit 
peaceftil  oblivion. 
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ON  THE  DEFINITION  OP  CUERENCY. 

1.  Having  in  tha  preceding  chapters  completed  a  general 
mire;  of  ttie  mechanigm  of  Exchanges,  inland  and  foreign,  we  are 
DOW  compelled  to  examine  the  peculiar  system  of  Banking  which 
18  at  present  established  in  this  conntry;  bat,  before  we  do  so,  we 
mmt  give  a  little  time  to  settle  the  meaning  of  the  word  Gubbenot. 
Hoet  persons  engaged  in  practical  business  are  morbidly  averse  to 
di§cnssion8  on  the  meaning  of  words,  thinking  them  to  be  pore 
waste  of  time.  Bat  no  science  was  ever  yet  founded  without  sach 
controversies,  and  it  is  precisely  because  writers  on  Economics 
hare  systematically  despised  and  n^lected  the  only  means  by 
wbidi  a  science  can  be  fbanded,  and  by  which  erery  other  great 
tdence  baa  been  created  and  established,  that  Economics  is  at  the 
present  moment  in  such  a  discreditable  state.  In  the  present 
case  this  investigation  is  absolutely  indispensable,  because  the 
BankCharterActof  1844,  which  now  governs  the  whole  monetary 
system  of  the  ooontry,  is  expressly  fininded  upon  a  peculiar 
dtfiniiion  of  the  word  Gubbeitct,  and  is  expressly  devised  to 
carry  oat  a  peculiar  Theory  of  Currency.  In  this  chapter  we 
most  therefore  investigate  and  settle  the  meaning  of  the  word 
CiraaEHOT. 

A  very  disdngnished  statesman  has  said  that  the  word 
CcBflEHCT  has  driven  more  people  mad  than  anything  except 
love.  Nor,  to  say  the  tmth,  Is  this  very  Barprising.  If  we  were 
to  assemble  a  company  of  purely  literary  men,  and  request  them 
to  "Differentiate  the  Equation  to  a  Curve,"  we  have  not  the 
nuaUest  doubt  but  that  such  a  mysterions  expression  might  drive 
them  to  despair,  whereas  any  moderately  educated  school-boy  could 
doit  at  a  glance.  It  is  precise^  the  same  with  the  word  Cubsehot. 
It  is  a  term  of  pure  Commercial  Law.  Any  commercial  lawyer 
can  tell  in  an  instant  what  the  word  CimBENCT  means,  and  what 
it  includes ;  whereas,  those  who  have  occupied  themselves  with 
diacuBstons  on  it,  know  absolutely  nothing  of  Commercial  Law, 
and  have  exactly  bs  much  chance  of  settling  the  meaning  of 
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CuBBENOT,  as  they  have  of  Differentiating  an  Equation.  We 
have  akeady  given  a  short  account  of  its  tme  meaning,'  but  we 
mnst  now  investigate  the  qnestion  completely. 

2.  Our  Saxon  ancestors  utterly  discoontenanced  and  prohibited 
the  sale  or  exchange  of  any  goods,  merchandise,  or  cattle  by 
private  sale  or  bargain.  It  was  a  matter  of  filed  polity  with  them 
that  no  Bales  should  take  place  except  in  the  presence  of  witnenes. 
A  series  of  kings  made  laws  to  this  effect,  and  as  these  laws  are  to 
this  very  honr  in  spirit  the  Common  Law  of  England,  and  are 
veiy  little  known,  we  may  give  a  little  space  to  qoote  (hem 
textually,  as  constitntioual  cariosities. 

Thus,  among  the  Doous,  or  Laws,  which  Hlothsere  and  Eodric, 
kings  of  the  Kentish  men,  abont  683  A.D.,  established  is  this*— 
"  16.  If  any  Eeutighmau  bny  a  chattel  in  Londen-wic  (Londcm}, 
let  him  then  have  two  or  three  tme  men  to  witness,  or  the  king's 
wic-reeve.  If  it  be  afterwards  claimed  of  the  man  of  Kent,  let 
him  then  vouch  the  man  who  sold  it  to  warranty,  in  the  wic  at  the 
King's  Hall,  if  he  know  him,  and  can  bring  him  to  warrant;  if 
be  cannot  do  that,  let  him  prove  at  the  altar,  with  one  <^  his 
witnesses,  or  with  the  king's  wic-reeve,  that  he  bonght  the  chattel 
openly  in  the  wic,  with  his  own  properly,  and  then  let  him  be 
paid  its  worth;  but  if  he  cannot  prove  that  by  lawful  averment, 
let  him  give  it  np,  and  let  the  owner  take  possession  of 
it." 

Among  the  Dooms  of  Ine,  King  of  Wessex  (688-725  A.D.),  is 
this* — "  25.  If  a  chapman  traffic  np  among  the  people,  let  him 
do  it  before  witnesses.  If  stolen  property  be  attached  wilh  a 
chapman,  and  he  have  not  bought  it  before  good  witnesses,  let 
bim  prove,  according  to  the  wite,  that  he  was  neither  privy  nor 
thief,  or  pay  as  wite  thirty-six  shillings. 

Among    the  Dooms  of    Edward  the  Elder,  son    of  Al&ed 

f901-924,  A.D.),  is  this* — "1.  And  I  will  that  every  man  haVe  his 

warrantor,  and  that  no  maa  bny  out  of  port,*  but  have  the 

portreeve's  witness,  or  that  of  other  nnlying  men  whom  one  may 

>  Vol.  I.,  p.  ioo. 

'  Anatiit  Lnvn  and  Inslitattt  of  England;  printed  by  conaaiid  of  WSHam  IV. 
j>.  11.     Wiguoi,    the  o,ficial  trantialioii  ^  the  Anglo-Saion. 
*Ibid.,p.  SI.  *  Ibid.,  p.  68. 

*  That  it  Uariet  Ott,.  t;  in  Jtnum  Lam,  Partm  e*l  amc^iuiM  (oeui  quo  utpDrlaKAO' 
uureu  tt  iadt  tayortaatut.    JOl  M  tlotM  cnulBM  tt  muuM. 
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beliere.  And  if  any  one  haj  ont  of  port,  let  bim  incnr  the  king's 
oferhyrnes."  (,t. «.,  contempt,  or  hearing  and  teforang  to  obej, 
vhich  incnired  a  penalty  of  120b.) 

Among  the  Dooma  of  ^thelatan  (925-960,  A.D.)  ig  this' — 
"10.  And  let  no  man  exchange  any  property  without  the  witness 
of  the  reeve,  or  of  the  mass-prieet,  or  of  Uie  landlord,  or  of  the 
hordere,  or  of  other  nnlying  man.  If  any  one  so  do,  let  him  give 
thirty  shillings,  and  let  the  landlord  take  poeaesaion  of  the 
exchange." 

Ammg  the  Dooms  of  Edgar  (959-975,  a.d.)  are  these — 

"4.  To  eyery  hnrh  let  there  be  chosen  thirty-three  as 
witnesses. 

"5.  To  small  bnrhs,  and  in  every  hundred,  twelve;  nnlesa  ye 
desire  more, 

"  6.  And  let  every  man,  with  their  witness,  bay  and  sell  every  of 
the  chattels  that  be  may  buy  and  seU,  either  in  a  bnrh,  or  in  a 
vapentake ;  and  let  eveiy  of  them  when  he  is  first  chosen  as 
witness,  give  the  oath  that  be  never,  neither  for  money  nor  for 
love,  nor  for  fear,  will  deny  any  of  those  things  of  which  he 
was  witness,  nor  declare  any  other  thing  in  witness,  save  that 
alone  which  he  saw  or  heard;  and  of  snch  sworn  men,  let 
there  be  at  every  bargain  two  or  three  as  witnesses." 

Among  the  Dooms  of  Etheh^  (979-1016  a.d.)  is  this^ — 
"3.  And  let  no  man  buy  or  exchange,  nnless  be  have  burb  and 
witness ;  bnt  if  any  so  do,  let  the  landlord  take  possession  of,  and 
hold  the  property,  till  that  it  be  known  who  rightfully  owns 
it." 

Among  the  Dooms  of  Cnut  the  Great  (1017-1035  A.D.)  is 
this' — "  24.  And  let  no  one  bny  anything  above  the  value  of 
four  pence,  either  hving  or  lying,  nnless  he  have  the  tme  witness 
of  four  men,  be  it  within  a  bnih,  be  it  up  in  the  country.  F<a  if 
it  Uien  be  attached,  and  he  have  no  sncb  witness,  let  there  be  no 
vouching  to  warranty;  but  let  his  own  be  rendered  to  the 
proprietor;  and  the  aftergild  and  the  wite  to  him  who  is  entitled 
thereto," 

Among  the  Laws  of  Edward  the  Confessor  (104S-1066  Aj>.)  ia 

this* — "38.    Defensnm  erat   eciam  in  lege,  ne    aliquis    emat 

vivnm  animal  vel  pannom  usatum  sine  plegiis  et  bonis  testihns 

■  .^nefml  Lam  and  ItuHtvta  of  En^JiJ,p.  ST.  *  Ibid,,  p.  ISO. 

'  Ilid.,p.  151.  *  lhid.,p.in. 
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.  .  ,  ,  Et  si  venditor  non  potest  habere  plegioe,  Tetineatiir 
cam  pecnnia  donee  veniat  domiuns  ejoB,  ant  quilibet  aliut^ 
qui  jnste  poBsit  enm  varantizare.  Qnod  si  aliter  aliqnis  emerit, 
qnod  Btolte  emit  perdat  et  foriBfoctnram." 

William  the  Gonqneror (1066-1087  jLd.)  contiaued  Urn  law'— 
"  45.  Nemo  emat  vel  vivnm  vel  mortuimi  ad  valenciain  IIII. 
denariomm,  sine  IIII.  teetiboB,  ant  de  bnrgo  ant  de  villa 
campestri.  Quod  si  aliqnis  rem  poetmodnm  calnmpniatoa  foerit, 
et  nee  teatee  habnerit  nee  warantum,  et  rem  reddat  et  foriBtactnram, 
cni  de  jnre  competit." 

Also  in  a  Charter  granted  hj  him  he  says* — 

"  10.  Interdicimns  eciam  ut  nulla  viva  pecnnia  vendatiiT  ant 
ematnr  nisi  intra  ciTitatee  et  hoc  ante  tree  fidelee  testa;  nee 
aliqnam  rem  Tetitam,  sine  fidejnseore  et  waranto.  Qood  a 
aliter  fecerit,  solTat,  et  persolvat,  et  postea  foriafkitnram." 

"11.  Item  nnllnm  mercatnm  vet  forom  sit,  nee  fieri 
permittatnr,  nisi  in  civitatibns  regni  noetri,  et  in  bnrgis  [daDsU} 
et  mnro  vaUatis,  et  in  castellis,  et  in  lode  tatissimis,  nbi 
ctmsnetndines  regni  nostri,  et  jos  nostrum  commune,  et  dignidtei 
corone  noetre,  que  constitnte  sunt  a  bonis  predecesaoribns  noetni 
deperire  non  poesiut,  nee  def^ndari  oec  violari,  sed  (Hnnia  rite, 
et  in  aperto,  et  per  jadicinm  et  justidam  fieri  debeant." 

And  so  also  the  Mirrour  of  Juatict,  which  was  originaUj 
written  in  French  long  before  the  Oonqneet,  sajB,  p.  14 — ^"It 
was  ordained  that  &irs  and  markets  should  be  in  places,  and  (hat 
the  buyers  of  com  and  cattle  should  pay  toll  to  the  lords'  bailiff  of 
markete  or  fairs ;  that  is  to  say,  a  false  penny  of  six  shillingB  of 
good,  and  of  good,  leas  and  of  more,  more ;  so  that  no  bdl 
exceed  a  penny  for  one  manner  of  merchandise  :  and  this  toll  wit 
given  to  testify  the  contracts,  for  that  evtnj  privats  tontract  not 


8.  And  these  ancient  Dooms  and  enactments,  are  the  founda- 
tion of  the  Common  Law  to  the  present  boor.  It  is  tJie  estabiiabed 
principle  of  Common  Law  that  if  any  person  steals  or  finds  say 
chattel  belonging  to  any  one  else,  and  seUs  it  privately  to  a  third 
person,  the  true  owner  may  reclaim  it  fixim  that  third  peiwiv 
even  though  he  bought  it  honestly,  and  gave  full  value,  sad 
had  no  suspicion  that  the  seHer  bad  no  title  to  sell  it.  For  the 
■  J.Bdait  Lam  tmi  InttitaU*  qf  £aglttn4,  ^  S09.  *  Ibid.,  p.  HI. 
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law  lioldB  ID  general  Qiat  do  one  can  eell  what  he  does  not 
poasesB  himBelf ;  and  it  does  not  allow  that  the  trae  owner  has 
tort  the  property  in  the  chattel  or  goods,  by  having  accidentally 
nuelaid  them,  or  having  them  stolen  from  him. 

If,  however,  the  thief  or  finder  manages  to  sell  the  goods  in 
Biarhl  overt,  then  the  buyer  is  by  common  law  entitled  to  retain 
them  against  the  tme  owner. 

However,  by  Statute  24  &  25  Vict.  (1861),  c.  96,  §  100,  it  is 
now  enacted  that  if  the  loser  prosecntes  the  thief  to  conviction, 
Aen  the  conrt  may  grant  a  writ  of  snmmary  restitution  to  the 
trae  owner  of  the  property,  in  whose  ever  hands  it  may  be,  even 
though  he  may  have  bongbt  it  honestly,  and  given  fall  valne 
for  it. 

In  the  Citj  of  London  every  day  except  Sunday  ia,  by  ancient 
CDBtom,  market  day;  and  every  shop  is  market  overt  for  the  goods 
vbich  are  nsnally  sold  there,  bnt  for  no  others.  It  was  held  by  all 
the  judges' — "that  if  plate  be  stolen  and  sold  openly  in  a 
acrivener'B  shop  on  the  market  day  (as  every  day  is  a  market  day 
in  London  except  Sunday),  that  this  sale  shonld  not  change  the 
property;  bnt  the  party  shonld  have  reetitution;  for  a  scrivener's 
shop  is  not  a  market  overt  for  plate,  for  none  wonld  search  there 
for  EDch  a  thing ;  et  tkde  similibuf,  &c.  Bnt  if  the  sale  had  been 
(^nly  in  a  goldsmith's  shop  in  London,  so  that  any  one  who 
itood  or  passed  by  the  shop  might  see  it,  there  it  would  change 
the  property.  Bnt  if  the  sale  be  in  the  shop  of  a  goldsmith, 
either  behind  a  hanging,  or  behind  a  capboard  upon  which  his 
plate  stands,  so  that  one  stood  or  passed  by  the  shop  could  not  see 
it,  it  wonld  not  change  the  property;  or  if  the  sale  he  not  in  the 
shop,  but  in  the  warehouse  or  other  place  of  the  house,  it  wonld 
not  change  the  property,  for  that  is  not  in  market  overt,  and 
none  wonld  search  there  for  his  goods.  So  every  shop  in  London 
is  market  overt  for  sncb  things  only  which  by  the  trade  of  the 
owner  are  pnt  there  to  sale." 

But  in  conntry  towns  only  those  days  are  market  days  which 
are  appointed  by  law  or  aqcient  custom ;  and  those  places  only 
are  market  overt  for  any  goods,  meriihandise,  or  cattle,  which  are 
expressly  appointed  for  the  sale  of  such  articles.  And,  conse- 
quently, all  sales  of  any  articles  made  in  any  other  than  snch 
places  are  void  against  the  true  owner,  if  the  articles  be  not  the 
>  The  eat  o/  Market  Overt,  B  Ou  83  b.,  BU.,  SS  £Eh. 
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property  of  the  seller.  We  might,  if  neceaaaiy,  illnBtrate  theae 
doctrineB  by  several  recent  cases,  bub  that  would  occapy  too  moc^ 
space  in  such  a  work  as  this. 

4.  .Such  ia  the  law  with  regard  to  all  kinds  of  goods,  mer- 
chandise, and  cattle.  But  with  regard  to  Mokkt  the  case  w»b 
always  different.  If  a  person  stole  or  found  money  belonging  to 
any  one  else,  the  tme  owner  conld  compel  him  to  give  it  up,  if  he 
coatd  prove  the  fact,  and  identify  the  money.  But  if  the  finda 
or  thief  paid  away  the  money  in  the  ordinary  course  of  bosinesB; 
as  if,  for  instance,  a  shopkeeper  sold  goods  to  the  thief,  and  bwk 
the  money  in  the  ordinary  course  of  bis  bosiness,  without  kttowii^ 
that  it  was  stolen,  then  he  conld  retain  the  money  i^ainst  the  trae 
owner  even  though  he  could  identify  it.  That  is  to  say,  die 
property  in  the  money  passed  along  with  the  honest  posstarion 
of  it  in  every  sale  or  exchange.  And  from  this  peculiarity  money 
was  said  to  be  Cubbent,  i.  e.,  that  the  property  in  it  passed  by 
deliveiy.  And  this  was  necessary  by  the  very  nature  of 
commerce,  because  no  transactions  oonld  take  place  if  the  seller 
was  bound  in  every  sale  to  inquire  into  the  right  of  the  buyer  to 
the  money.  And  imm  this  exceptional  property  of  money,  t^e 
expression  arose  of  the  Cukeenoy  of  money,  but  no  one  for 
a  very  long  dme  ever  thought  of  such  a  barbarism  as  to  call  the 
money  it«elf  Cubrbscy. 

But  when  in  tbe  course  of  time  Bills  of  Exchange,  and  other 
securities  for  money,  came  into  use,  it  was  adopted  as  a  custom  tx 
nsage  by  the  Law  Merchant,  that  tbe  same  rule  should  apply  to 
them  as  applied  to  money;  that  is  to  say,  that  the  properly  in  thm 
should  pass  with  the  honest  possession.  It  wonld  have  been  a 
great  impediment  to  all  commerce  if  the  vendor  of  goods  bad 
been  obliged  to  inquire  into  the  title  of  any  one  who  offered  b 
Bill  of  Exchange  or  Bank  Note  in  payment  of  them.  Cooae- 
qneutly  this  principle  of  Guobenoy  was  applied  to  all  negotial:de 
securities  for  money.  It  is  so  important  that  the  doctrines 
relating  to  the  Property  of  Negotiable  Instnunents  should  be 
generally  known,  that  we  subjoin  them,  as  laid  down  in  the 
Digest  of  the  Law  of  Bills  of  Exchange,  &a.,  which  we  preputd 
for  the  Royal  Commissioners  for  the  Digest  of  the  Law  : — 

"  37.    1.    If  any  negotiable  bill,  note,  obligation,  or  secority 
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for  money  be  lost  or  stolen  the  finder  or  thief  cannot  retain  it 
i^ast  the  trne  owner,  or  recover  againiit  the  partioB  to  it. 

Attmtt/mtnu,  1  Ld.  Bajm.,  738.     Qretmlrtet  f.  Can,  1  Cuop.,  651. 
Bunt  T.  Iforri),  8  L.  J.  N.  B.  Bi.,  193. 
"  2.    Bat  if  snch  finder  or  thief,  or  if  a  person  holding  sach 
Kcnrity  aa  Aoebt  (1)  for  the  owner  of  it,  pasa  it  away  or  pledge 
(3)  it  for  rake,  aad  the  transferee  is  ignorant  of  the  fraud,  each 
inoocent  bolder,  or  pawnee  for  valne,  may  retain  it  againat  the 
Inte  owner,  and  has  a  right  of  action  againat  all  the  parties  to  it. 
Bank  Notes.    Anim.,  1  Ld.  Baym.,  7S8.     MiOer  t.   Bate,  1  Bnir., 
4G3.    Lovnde*  t.  Andenim.  18  Eut,  130.    Bteheilh  t.  CorraO,  9  C.  A 
P.,  9fll;    11  Moo.,  836.     Saoat.  BadUr,  II  Hoo.,  £06.     Baphatl  t. 
Ant  of  England,  17  C.  B.,  161. 
Cbeqaea.     Grant  t.  Vaaghan,  8  Bon.,  1616.    Carlon  t.  Ireland,  6  El. 

*  BL,  765.    Bothtehild  t.  Coraey,  9  B  rfi  0-,  888.     Waltm  t.  Ru$$tU,  S 
B.&3.,34;  6B.AB.,!M8. 

Bilk  of  Eiohuiga.  Ptatoek  t.  Bhodtt,  %  Dong.,  688.  Lamon  *. 
FettoH,  4  Eqi.,  66.  Cnwk  t.  JikJu,  S  C  i&  P.,  191 ;  8  Ner.  ft  Han., 
157.    BatkhinLiey.  Harruon,  S  Ner.  ft  Uao.,  188.     Goodman T.  Uarvqf, 

*  A.  4  E.,  870.      Vther  v.  Rich.,  10  A.  ft  E.,  784.     May  t.  Cfaipma»,  IB 
U.  4  W.,  365.     rhfrdman  v.  Gold^chmidt,  1  D.  O.  F.  ft  Q.,  1. 

HaTy  Bills.     QUdtmid  y.  Ooden,  1  B.  ft  P.,  6*9. 
Eioheqaer  Billi.     Wookey  v.  FoU,  4  B.  ft  Aia..  1. 
Ponign  Tttmderable  Bonds.      Qorgitr  t.  MieviUe,  8  B.  ft  C,  46. 
(1.)  B<iRi  o/  Bfl^oi  T.  UacUod;  Id.  T.  Fofan,  7  Moo.,  P.C, 

35,61. 

(3.)  CoUim  T.  Jfarffn,  a  Bip.,  520 ;  1  B.  ft  P.,  648.    Jonay. 

Peppereomt,  1  Jaba.,  480. 

"  3.    Bat  if  the  transferee  knowa  at  the  time  of  taking  the 

butroment  that  it  has  been  lo6t  or  stolen  (l),or  if  he  inowa 

that  the  person  he  takes  it  from  has  no  authority  to  sell  or  pledge 

it  (2),  or  if  it  be  taken  for  an  illegal  considendion  (3),  he  eannot 

retain  it,  or  recover  on  it,  even  though  he  haa  given  fall  value 

fCPTit. 

(I.)  Bum  T.  MoTTii,  B  L.  J.  N.  8.  Ex.,  193. 

(3.)  MaelUh  y.  Ekini,  Say.,  78.     TraUUl  t.  Barandon,  1  Moo., 
543,    Fatter  *.  Peartm,  and  Slephau  v.  Fotttr,  1 C.  U.  ft  B., 
B49.    Fancourt  T.  Ba«.  1  Bing.,  N.  C,  681.      Willit  t.  Bank 
of  England,  4  A.  ft  B.,  21.     WhutUr  v.  Fonter,  14  C.  B.. 
N.  S.,  248. 
(S.)  WfiiTu  V.  CaUaader,  1  Bow.,  993. 
"38.    Bat  if   the  instmment  be  not  negotiable,  or  if   the 
hanETeior  held  it  as  Trustee,  or  if  he  acquired  or  transmitted 
it  by  means  of  a  forgery,  the  innocent  holder,  (x  pawnee  for 
2  c  2 
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value,  haa  only  the  eqnitiee  of  the  transferor,  and  cannot  retein 
it  against  the  true  owner,  or  recover  on  it. 

ManningfoTd  v.  Tolemm,  1  ColL  C.  C,  23S.    Moctre  t.  Jervit,  3  CoO. 

CO.,  60.    Lang  \.  Smyth,  7  Biag.,  2M.    Partndgt -r.  Bank  of  Englaai, 

9  0.  B.,  408.    Smith  v,  Mercer,  6  Tmmt.,  76.    HaU  t.  FalUr,  6  B.  4  0„ 

760.     Robartt  y.  Tuektr,  16  Q.  B.,  660.     BidaiU  t.  Laname,  1 1.  A  C., 

894.    JolmtmY.Wi«dU,Bmag.,H.C.,2i6.     WkUtlert.  Fonttr.UC 

B.,  N.  8..  34e." 

And  80  important  ia  this  principle  of  the  Cdkbxhct  of  all 

negotiable    instruments,    that   in    the    Statute    respectiiig    the 

restitution  of  stolen  prc^rty,  it  is  expressly  provided  that  it  shall 

not  apply  to  negotiable  instruments.    It  says' — "Provided  that  if 

it  sh^l  appear  before  any  award  or  order  made  that  any  Talnsble 

security  shall  have  been  bond  Jide  paid,  or  discharged  by  smm 

person  or  body  corporate  liable  to  the  payment  thereof,  w  being  a 

negotiable  instrument  shall  have  been  IxmS  Jide  token  or  received 

by  transfer  or  delivery  by  some  person  or  body  corporate,  f«  a 

just  and  valuable  consideration,  without  any  notice  or  vithoat 

any  reasonable  cause  to  suspect  that  the  same  had  by  any  felony 

or   misdemeanour   been    stolen    or    taken,    obtained,   extorted, 

embezzled,  converted,  or  disposed  of,  in  such  case  the  Court  shall 

not  award  or  order  the  restitution  of  such  Secority," 

Thus  we  see  that  the  law  has  taken  the  utmost  precaution  to 
preserve  as  absolutely  inviolable  the  NEOonABiLiTr  or  Ccrbksc? 
of  all  negotiable  instmmenta  nnder  all  circumstances  whatever. 
And  if  such  a  barbarism  be  generally  accepted  as  to  call  money 
CUREENcr,  for  precisely  the  same  reason  all  Negotiable 
lustrnments  must  equally  be  called  Cubbenct;  for  they  are 
equally  subject  to  the  same  rules  of  Law,  from  which  they  derive 
the  name. 

&.  These  doctrines,  however,  are  so  important  as  being  at 
the  very  basis  of  the  whole  of  our  monetary  ^stem;  and  as  the; 
have  given  rise  to  so  many  oontroversiea  which  are  yet  ragii^ ; 
and  as  they  have  been  so  misunderstood  and  misrepresented  by 
literary  men  who  never  took  the  smallest  pains  to  inqniie  into 
the  law  of  the  subject,  that  we  think  it  will  be  more  satis^tclMy 
to  our  readers  not  to  rest  satisfied  with  the  preceding  ezpositiiKi, 
but  to  lay  before  them  the  actual  decisions  of  the  Courts  of  Law 
and  Equity  establishing  them. 

■  34  J  as  net.  (1361),  el.  »e,  1 100. 
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We  shall  therefore  demonstrate  to  onr  readers  as  matters  of 
pnie  Commercial  Law— (1.)  That  all  Negotiable  Instrmnents 
are  snbject  to  the  same  Law  regarding  their  transfer  and  property, 
as  HoKST.  (2.)  That  it  is  from  this  property  exclnsively  that 
the  name  Cdeebsot  has  been  derived ;  and  (3)  that  all  Negotiable 
Instnunente  are  CuoaEHCr  as  well  aa  Money. 

1.  To  theto  lAat  aU  NegoUdbU  InttrvmerUa  have  the  attnbiUt 
»f  CusBBHCT,  i.  6.,  are  ml/feet  to  the  aame  Law  regardiry  their 
irangfer  as  Money. 

Bare  Notkb. — (AnonymooB,  1  Lord  Eaymond,  738.)  A  Bank 
bill  was  payable  to  A.  or  bearer.  A.  gave  it  to  B.  B.  lost  it,  C. 
found  it,  and  assigned  it  over  to  D.  for  valuable  consideration. 
D.  went  to  the  bank  and  got  a  new  bill  in  his  own  name.  A. 
brought  trover  against  D.  for  the  former  bill.  And  mled  by  Holt, 
C.  J.,  at  Guildhall,  1698,  that  an  action  did  not  lie  against  D. 
becanse  he  bad  it  for  a  valuable  consideration. 

The  leading  case,  however,  on  the  snbject  is  that  of  Miller  v. 
Bate  (1  Bnrr.,  452).  Finney,  the  true  owner  of  a  Bank  Note, 
Bent  it  by  post  to  a  friend  in  the  country.  The  mail  was  robbed, 
and  on  the  next  day  the  note  came  into  the  possession  of  the 
I^indff,  Miller,  for  a  fnll  and  valuable  consideration,  and  in  the 
usoal  course  and  way  of  hia  bnsinees,  and  without  any  notice  of  the 
robbery.  Finney  stopped  the  note  at  the  Bank.  A  short  time 
after  Miller  applied  to  the  Bank  for  payment  of  the  note,  and 
delivered  it  to  Kace,  the  defendant,  a  clerk  in  the  Bank.  Kaca 
refused  either  to  pay,  or  return,  the  note  to  Miller  ;  and  Miller 
brought  this  action  to  recover  possession  of  the  note.  Lord 
Mansfield  mled,  with  the  unanimous  concurrence  of  the  Conrt, 
that  Miller  had  the  right  to  have  the  note  given  back  to  him 
u  bis  property,  because  Bank  Notes  have  the  Credit  and  the 
CtJKRBEMOT  of  money,  to  all  intents  and  purposes.  An  action 
would  lie  against  the  finder ;  that  no  one  disputed :  but  not  after 
the  note  had  hsA-a  paid  away  in  Gvs&ssct.  Lord  Mansfield  said 
that  in  the  preceding  case  jnst  cited,  the  action  did  not  lie  ^^iost 
the  defondant  because  he  took  it  in  the  course  of  Cubbenct  ;  and 
therefore  it  could  not  be  followed  in  bis  bands.  It  never  shall  be 
fbUowed  into  the  hands  of  a  person  who  bon3,  fide  took  it  in  the 
course  of  Cubeenct.  A  bank  note  is  constantly  and  nniversally, 
both  at  homo  and  abroad,  treatod  as  money,  as  (ash ;  and  it  is 
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necessarf  fw  Uic  parpoaes  of  commerce,  Utat  their  Cubeency 
should  be  establiahed  aud  maintaiiied. 

So  in  Clarice  v.  S/m  (Cowp.,  200),  Lord  Mansfield  said— 
"  ^VheFe  notes  or  money  are  paid  bond  fide,  and  npon  a  Talnsble 
oonsideration,  tliej  ehikll  never  be  bronght  back  b;  the  tme 
owner;  bnt  where  they  come  malS  fide  into  a  person's  hands,  the; 
are  in  the  mitore  of  specific  property  :  and  if  their  identity  can 
be  traced  and  ascert^ned,  the  party  has  a  right  to  recoTer." 
And  this  doctrine  is  snch  firmly  eatablished  law  that  tiiere  is  aa 
need  to  cite  any  more  cases  to  sapport  IL 

Cheques. — In  the  case  of  Orant  t.  Yauffhan  (8  Bnrr.,  1516), 
Vanghan  gare  a  cash  note  (f.  e,,  a  cheque)  npon  his  banker  to 
B.  in  these  words,  "  Pay  to  ship  'Fortone'  or  bearer"  B.  lost  the 
cheqne.  The  finder,  or  the  posEessor  of  it,  four  days  afterwaidi 
came  to  Grant's  shop,  and  offered  the  cheque  in  payment  of  some 
goods  he  bonght.  Grant  took  the  cheque  in  the  nsnal  couise  of 
business,  and  gave  the  balance  in  cash.  Vanghan,  bearing  that 
the  cheque  had  been  lost,  stopped  the  payment  of  it.  -Grant 
bronght  an  action  against  bini  for  the  amount.  Lord  HansGeld 
held  that  the  same  mie  applied  to  cheques  payable  to  bearer 
as  to  bank  notes.  Wilhot,  J.,  said  that  such  bills  or  notes  as 
this  are  by  law  negotiable.  So  also  Yates,  J.,  said  "  nothing 
can  be  more  pecuUarly  negotiable  than  draughts  or  bills  payable 
to  bearer.  .  .  .  .  It  is  jnst  the  same  as  a  Bank  Note." 
Hence  this  case  established  that  Cheques  possess  the  attribute  of 
CuRBEHCY,  exactly  in  the  some  way  as  Bank  Kotes:  and  this 
doctrine  is  so  firmly  established  that  it  is  needless  to  quote  any 
more  cases. 

BiLU  OF  Exchange. — In  Pearoek  t.  R/iaifB  (2  Oouglw,  633), 
a  Bill  of  fischange  indorsed  in  blank  was  Btolen  and  negotiated. 
The  innocent  indorsee  for  value  was  held  entitled  to  recover 
against  the  drawer.  Lord  Mansfield  said — "  The  bolder  of  a 
Bill  of  Exchange  or  Promissoiy  Ifote  is  not  to  be  conndered 
in  the  light  of  an  assignee  of  the  payee.  An  assignee  must  take 
the  thing  assigned  snbject  to  all  the  equity  to  which  tJic  original 
party  was  subject.  If  this  rule  appUed  to  Bills  and  PromiBsoiy 
Notes,  it  would  stop  their  CtTBREKCY.  The  law  is  settled  that 
a  holder,  coming  lairly  by  a  note  or  a  bill,  has  nothing  to  do 
with  the  transaction  between  the  origiual  parties.  I  see  no 
difiercnce    between  a  note   indorsed   blank,  and  one  payaUe 
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Is  bearer.  Tbey  both  go  hj  delirer;,  and  poeseanon  pro?eB 
profwrtj  in  both  cases." 

'Die  Bune  docbrine  was  again  enfbn'ed  in  Collins  v.  Martin 
(1  B.  &  P.,  648)  where  a  banker  pledged  aome  of  his  cnstonicr'B 
bills  endorsed  in  blank  with  another  baJiker,  who  advanced  money 
Ml  tfaem  honestly  in  the  nanal  courae  of  biuineeB.  Eysb,  G.  J., 
delirering  the  jadgment  of  the  Coart,  said — "  For  the  pnrpoee 
of  rendering  Bills  of  Exchange  negotiable,  the  Right  of  Property 
in  them  passes  with  the  bills.  Eveiy  holder  with  Uie  bills 
takes  the  property,  and  his  title  is  stamped  npon  (he  bills 
themsehes.  The  pn^rty  and  the  possession  are  insepamble. 
This  was  necessary  to  make  them  negotiable,  and  in  this  re^>ect 
they  differ  essentially  from  goods  of  which  the  property  and 
the  possession  may  be  in  different  persons."  And  this  mie  of  law 
IB  10  firmly  esttJiliBbed,  Uiat  we  need  not  quote  any  more  cases  in 
rapport  of  it. 

FoREiQH  BosDS. — In  Qorgier  v.  MieviQe  (3  B.  &  C,  46),  the 
[daintifr  deposited  a  Pmsuan  bond  in  the  hands  of  his  agent, 
to  iGceive  the  interest  on  it  for  him.  The  bond  was  made 
payaUe  to  any  person  who  at  the  tjme  should  be  the  holder  of  iL 
It  was  proved  that  these  bonds  were  sold  in  the  market,  and 
pmed  from  hand  to  hand  dally  like  exchequer  bills.  The 
pluntiff's  agent  pledged  the  bond  with  the  defendants.  The 
Aibaruffj  General  tried  to  draw  a  distinction  between  bank  notes, 
tnlit  of  exchange,  and  exchequer  bills,  because  such  instruments 
coDBtitnte  a  part  of  the  circulatiiig  medium  of  the  country,  but 
that  rule  did  not  apply  to  the  bond  of  a  foreign  countiy.  But 
Abbot,  C.  J.,  said — "The  inatmment,  in  its  form,  is  an  acknow- 
ledgment by  the  Eing  of  PmsBia  that  the  sum  mentioned 
in  the  bond  is  due  to  every  person  who  shall  for  the  time  being 
be  the  bolder  of  it,  and  the  principal  and  interest  is  payable  in  a 
certain  mode,  and  at  certain  periods  mentioned  in  the  bond. 
It  is,  therefore,  in  its  nature  precisely  uialagous  to  a  bank  note 
injable  to  bearer,  or  to  a  bill  of  exchange  indorsed  in  blank. 
Being  an  instrument,  therefore,  of  the  same  description,  it 
mmt  be  subject  to  the  same  rule  of  law,  that  whoever  is  the 
holder  of  it,  baa  power  to  give  title  to  any  person  honestly 
■cqniring  it." 

We  have  now  sufficiently  established  our  first  point,  that 
all  N^otiable  Instruments  are  subject  to  the  same  rule  as  money 
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with  regard  to  title  bj  tTBUsfer,  sod  we  now  crane  to  the  tm 
latter  poiatB,  which  we  may  conveniently  take  togetJier. 

i.  To  ihew  that  it  it  thii  priiwipU  of  NtgeHMlilg  Kkith 
in  Oommerdal  Law  exchaively  it  meant  by  Cokbkrct;  md  aits 
that  all  Negoiiabl*  Intintmmtt  are  Cuebkkct. 

The  leading  caae  on  Ihii  anbject  ia  Wookey  t.  Poik,  BarU, 
A  olha-s  (4  B.  &  Aid.,  1),  and  as  it  ie  afaotdotely  dtONTe 
of  the  question,  we  most  qnote  it  at  considenUe  lei^th. 

Wookey  was  proprietor  and  posBeaaw  of  an  Ezcheqiis 
bin  for  £1,000,  payable  to  blank  or  order.  The  bill  itatod 
that  if  the  bluik  was  not  filled  np  it  woold  be  payable  to 
bearer. 

Wookey  sent  the  Exchequer  bill  to  his  broken,  directing  Qusa 
to  sell  it  and  buy  5  per  cent.  sCock  with  tJie  proceeds.  The 
broken  disobeyed  these  orders,  and  pledged  the  Exdieqner  bill 
with  Pole  &  Co.,  theur  bankets,  and  got  the  foil  BaKHint<^  it, 
£1,000,  placed  to  their  credit,  witbont  the  bankers  having  any 
knowledge  of  the  terms  on  which  the  brokers  held  the  bill. 
As  soon  as  Wookey  heard  of  these  proceedings,  he  demauded 
Qie  bill  &om  Pole  &  Co.,  who  refased  to  deliver  it  up,  and 
afterwards  sold  it  and  received  the  proceeds.  Wookey  brougbt 
trover  against  Pole  &  Co.  for  the  bill. 

Wookey's  cotmsel  said  the  question  was  whether  the  Exdeqnet 
bill  was  to  be  considered  as  money  or  goods.  If  it  were  goodi 
it  might  be  followed  into  the  hands  of  a  third  person,  nnlev 
it  bo  transferred  by  the  owner  or  nnder  his  aathority,  or  by 
sale  in  market  overt.  Money,  Bank  Kotes,  and  Bills  of  Ezchange 
coold  not  be  recovered  ^m  an  innocent  holder  for  valae,  becaoie 
they  are  the  Circulation  of  the  conntry:  btit  Ezcheqoer  Ulb 
constitnte  no  part  of  the  Cubkency  of  the  conntry,  nor  are  (hey 
Negotiable  Instmrnente. 

In  giving  judgment.  Best,  J.,  said — "  The  question  which  the 
Court  is  called  on  to  decide  is,  whether  Exchequer  bills  are 
to  be  considered  as  goods,  or  as  the  representatives  of  money; 
and  as  such,  subject  to  the  same  rules  as  to  the  transfer  of  the 
property  in  them  as  are  applicable  to  money.  The  deliveiyi^ 
goods  by  a  person  who  is  not  the  owner  (except  in  a  maimer 
authorised  by  the  owner)  does  not  transfer  the  right  to  such 
goods:  but  it  has  long  been  settled  that  the  right  to  money 
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it  ioBeparable  from  the  poBBeenon  of  it.  I  conceive  Uiftt  the 
tepttBe/atudve  of  money,  which  is  made  transferable  by  delivery 
only,  most  be  sobject  to  the  same  roles  as  the  money  which  it 
iqnsHitB.  ,  .  .  .  It  is  not  because  the  loser  cannot  know 
Itig  money  agun  Uiat  he  cannot  receive  it  from  a  person  who  has 
fiuriy  obtained  poBsession  of  it;  for  if  his  gnineas  or  shillings  had 
tome  private  marks  on  them,  by  which  he  could  prove  they  had 
been  his,  be  ooold  not  get  them  back  from  a  bond  fide  holder. 
The  tnie  reason  of  this  rule  is  that  by  the  use  of- money  the 
intercbaBge  of  all  other  property  is  most  readily  aocomplished. 
To  fit  it  for  its  poipose  the  stamp  denotes  its  valae,  and  paeaession 
okme  must  decide  to  whom  it  bebngs.  If  this  be  correct  as  to 
vmoej,  it  must  be  so  as  to  what  ia  made  to  represent  money,  and 
Lnd  Holt  boa  himself  so  decided.  ....  It  cannot  be 
diq)uted  but  that  this  Exdieqner  bill  was  made  to  represent 
money,  as  mnch  as  a  Bank  Note  or  Bill  of  Exchange.  It  waa 
given  for  a  debt  due  from  Government:  it  is  payable  (the  blank 
not  being  filled  up)  to  bearer,  and  transferable  by  delivery,  and  is 
on  its  bee  made  Cdbkbnt,  and  to  pats  in  any  of  the  public 
rmenues,  or  at  the  raxipl  of  the  Exchequer.  Snt  it  has  been  said 
that  these  bills  are  not  need  as  Negotiable  Instmments,  as  bank 
biDs  and  hills  of  exchange  are,  bnt  are  the  objects  of  sale.  I  do 
not  Bee  why  they  should  not  be  nsed  as  Negotiable  Instrnments; 
Ihey  are  transferred  with  tiie  same  &cility  as  other  bills,  and  I 
know  from  the  legislature  that  they  may  be  used  in  payments, 
ft»  tiie  statutes  direct  that  they  dionld  be  received  for  taxes. 
We  know  that  bills  of  exchange  are  as  frequently  sold  as  they  are 
delivered  in  payment.  ....  The  receiver  never  enquires 
from  whom  they  come,  fbrtlier  than  to  satisfy  himself  that  they 
■re  genuine  bills.    Indeed,  when  they  are  in  blank,  he   has 

DO  means  of  ascertaining  from  whom  they  come It 

seems  to  be  the  opii)iori  of  L.  C.  J.  Lcc,  who  pronounced  the 
jndgmenl  ctf  the  Court  of  K.  B.  in  Hartop  v.  Soare  (S  Atkyns, 
50),  that  there  is  no  difference  between  money,  bank  notes,  and 

exchequer '  bills This  also  gives  me  the  anUioritj 

of  Lord  Holt  for  saying  that  there  is  do  diSerence  between  btmk 
and  exchequer  notes;  and  the  same  learned  jndge  has  decided  that 
billB  of  exchange  pass  as  money.  Should  the  deposit  of  this  bill 
with  Uie  defendants,  under  the  ciraimBtances  in  which  it  was 
deposited,  be  considered  as  pledging  the  bill,  that  circamstance 
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will  make  no  difference,  if  the  pnperty  in  the  bill  pona  bj 
delivery."  Beat,  J.,  then  agreeing  with  (htUns  t.  Mar^  died 
above,  gave  his  opinion  ogtunet  the  plaintiff. 

UoLBOYD,  J. — "It  haa  been  long  and  fully  settled  Uintbwik 
noteB  or  bills,  drafts  on  bankers,  bills  of  exchange,  or  proniisMH7 
notes,  either  payable  to  order  and  indorsed  in  blank,  or  payaUe  to 
bearer,  when  taken  bond  fyU,  and  for  a  valuable  coneiderstioD, 
pass  by  delivery,  and  vest  a  right  thereto  in  the  transferee,  without 
regard  to  the  title,  or  want  of  title,  in  the  person  traWeniDg 
them.  This  was  decided  as  to  a  bank  note  in  the  case  of  Mtlier 
w,  Baee;  aa  to  adraft  onabanker  in  ^onf  v.  Kot^Ao/i;  and  as  (a 
a  bill  of  exchange  indorsed  ia  blank,  in  Peaeock  v.  Rhodei, 
Those  cases  have  proceeded  on  the  natnre  and  effect  of  tite 
instrnments,  which  have  been  considered  as  distingoishable  frnn 
goods.  In  the  case  of  goods,  the  property,  escept  in  market  overt, 
can  only  be  transferred  by  the  owner,  or  some  pereon  having 
either  an  express  or  implied  anthority  Irom  him;  and  no  ons 
can,  I^  his  contract  or  delivery,  transfer  more  tlian  his  own 
right,  or  the  right  of  him  under  whose  anthority  he  acts.  Bat 
the  Courts  have  considered  these  instruments,  either  promiseB 
or  the  orders  for  the  payment  of  money,  or  instruments  entitling 
the  holder  to  a  aom  of  money,  as  being  appendages  to  money, 
and  following  the  natnre  of  their  priacipal.  In  the  one  case  tliey 
are  payable  to  the  person,  whoever  be  may  be,  who  is  li>e 
bearer  or  holder  of  the  instrument;  and  so  also  in  tb6  other 
case,  unless  the  payment  is  restrained  by  a  special  indorsemenL" 
After  quoting  the  judgments  in  Peacock  v.  Rhodes  and  MHIer  v. 
Race,  given  above,  he  said — "  These  authorities  shew,  that  not 
only  money  itself  may  pass,  and  the  right  to  it  may  arise  bj 
Currency  alone,  but  fUrther  that  these  mercantile  instruments, 
which  entitle  the  bearer  of  them  to  money,  may  also  pass,  and  the 
right  to  them  may  arise,  in  the  like  manner,  by  Cdrbenct  or 
Delivery.  These  decisions  proceed  upon  the  nature  of  tJie 
property  (viz.,  money)  to  which  snch  instruments  give  the  right, 
and  which  is  itself  Current;  and  the  effect  of  the  iustnunents, 
which  either  give  to  their  holders,  merely  as  such,  the  right  lo 
receive  the  money,  or  specify  them  as  the  persons  entitled  to 
receive  it.  The  question,  then,  ia  whether  these  principles  apply 
to  the  present  case,  or  whether  this  excheqner  bill  and  the  right 
tiiereto,  follow  the  natnre  of  goods,  which,  except  in  market 
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orert,  can  only  be  transKirred  by  the  owner,  or  under  bis 
aathoritf?  In  order  to  ascertain  that,  we  mnst  consider  Uie 
natnre  and  effect  of  the  instrnmeut,  both  as  to  the  property 
iriiich  it  concerns,  and  as  to  its  Nbootiabiuty  or  Cubbenct  by 
law.  In  its  original  state  it  pnrporte  to  entitle  the  holder  to  the 
KDm  of  £100  and  interest;  and  the  original  holder  may,  if  he 
pleases,  secure  it  to  himself;  bat  it  is  payable  to  the  bearer  nntil 
some  name  is  iaserted,  and  when  that  la  done  it  becomes  payable 
to  Each  nominee,  or  his  order.  But  if  the  original  holder  parts 
Kith  it  or  keeps  it  in  blank,  he  by  that  very  act,  or  by  his 
negligence  if  be  loeee  it,  anthoriaes  the  bearer,  whoever  he  may 
be,  to  receive  the  money;  and  so  if  he  were  to  insert  bia  own 
name,  but  indorse  it  in  blank,  instead  of  restraining  its 
negotiability,  either  by  not  indorsing  it  at  all  or  by  making  a 
^tecial  iodoisement,  be  thereby  authorises  and  empowers  any 
pnson  who  may  be  the  bolder  bond  fide,  and  for  Talne  to  receive 
it:  and  he  cannot  revoke  that  authority  when  it  has  becmne 
coupled  with  an  interest.  The  instnunent  is  created  by  the 
Statote  48  Qeo.'  3,  c  1,  and  is  thereby  made  Negotiable  and 
CuBBENT.  By  §  2  the  Commissioners  of  the  Treasury  are  to 
make  out  exchequer  bills,  in  such  manner  and  form  as  they  shall 
direct:  and  alter  certdn  things  are  done  to  put  them  into 
CiBCULATiON.  By  §  5  Uiey  may  be  paid  in  to  the  receiver  of 
taxes;  and  in  ^  13  are  tJieee  words — ^'And  for  the  better 
nipporting  the  Gubbencx  of  the  said  exchequer  bills,  and  to  the 
end  that  a  sufficient  provision  may  be  made  lor  eirmhting  and 
txehanging  the  utmefor  ready  money,  during  such  tkne  as  they  or 
uiy  of  Uiem  are  to  be  Cubbbnt,  the  Commissioners  of  the 
Tnasnry  are  empowered  to  contract  with  persons  who  wiU 
undertake  to  circulate  and  exchange  them  for  ready  money.' 
An  exchequer  bill  is  therefore  an  instrument  for  the  repayment  of 
money  originally  advanced  to  the  public,  purporting  thereby  to 
entitle  the  bearer  to  receive  the  money  pnt  into  circulation,  and 
made  CnREBMT  by  law.  It  is  not,  therefore,  like  goods  saleable 
only  in  market  overt,  and  not  otherwise  transferable,  except  by 
the  owner  or  under  his  authority,  but  is  in  all  those  several 
Kspects  similar  to  bills  of  exchange  and  promissory  notes,  and 
tnmsferable  in  the  same  manner  as  they  are.  The  case,  therefore, 
stands  thus:  this  exchequer  bill  was  a  Cdrrbht  and  Negotiable 
lugtniment  for  the  payment' of  money.    Now  money  passes  &om 
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oDe  penoii  to  another  b;  reaaon  of  its  Cusrksct,  and  for  that 
reason  onlj,  and  not  becange  it  has  no  ear-mark,  it  cannot  be 
reoovered  ^m  the  persoa  to  whom  it  has  been  pafned.  The 
excheqner  bill,  therefore,  seems  to  me,  upon  the  same  prindple,  to 
follow  the  ustnre  of  tiie  monej  for  which  it  is  a  Becoritf. 
....  This,  like  the  case  of  a  bill  indused  in  blank,  it 
payable  to  bearer,  where  the  right  arises  from  the  inBtrnment 
itself,  and  it  is  not  necessary  to  deduce  the  Utie  tlirough  (be 
intermediate  holders." 

"  Batlbt,  J.,  qnite  ooncnired  in  the  doctrine  as  to  bank  notd 
and  bills  of  exchange  —  A  pawnee  of  goods  or  chattels,  <s  a 
Tender  ont  of  market  overt,  has  in  general  no  better  tjtte  than  bii 
pawnee  or.  vendor,  and  cannot  resist  the  clwm  of  the  ri^ttful 
owner:  bnt  bank  notes  and  bills  of  exchange  stand  upon  s 
different  footing  in  this  respect  flrom  ordinary  goods  and  diatielB. 
Tbe  holder  bona  fide,  and  lor  a  valoable  consideration  of  a  bonk 
note  or  bill  of  exchange,  has  a  good  title  against  all  the  world; 
because,  in  the  case  of  bonk  notes,  they  are  considered  as  maaey, 
and  pass  as  snch,  and  it  is  essential  for  the  purposes  of  trade  that 
delivery  should  give  a  perfect  title,  and  becanse  in  the  case  of  tnU> 
of  exchange  this  is  the  law  and  cnstom  of  merchants." 
J.  Bayley  came  to  the  conclosion  Uiat  exchequer  bills  wen 
of  the  nature  of  goods,  and  not  of   bank  notea  and  bilk  of 


"  Abbott,  C.  J.,  however,  agreed  wiUi  the  two  former  learned 
jodges,  and  said — I  think  this  instmment  is  of  the  aame  nature 
as  notes  and  bills  of  exchange.  ....  Notes  and  bills  have 
been  distingnished  from  goods  in  regard  to  their  truisfer,  (<x 
iba  convenience  of  trade  and  commerce,  and  in  regw^l  to  their 
being  mercantile  and  commercial  instruments,  and  by  1>« 
negotiable.  It  may  be  tme  that  exchequer  bills  are  not  w 
frequently  negotiated,  in  fact,  as  some  other  bills  or  not«s;  bat  I 
think  we  are  to  regard  the  negotiability  of  the  instrument,  and 
not  the  frequency  of  actual  negotiation.  ....  GompolsiMi 
to  receive  an  instmment  in  payment  is  not  by  any  means  reqaimte 
to  give  to  it  the  character  of  a  Negotiable  Instrnment.  No  man 
is  compelled  to  take  a  bill  of  exchange  in  payment.  .  .  .  ■ 
For  these  reasons  I  am  of  opinion  that  exchequer  bills  are 
n^;otiable,  and  may  be  transferred  in  the  same  manner  as  IhUs  of 
exchange:  and  titat  in  those  bills,  as  in  bills  of  exchange,  the 
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property  paasefl  with  the  poaBeenon  by  every  mode  of  trailer, 
fraud  and  collusion  apart." 

In  Ing/iam  v.  Frmroie,  (7  C.  B.  N.  8.,  85)  Whuahs,  J., 
delirenng  the  jndgmeat  of  the  Conrt,  said — "  It  is,  we  think, 
Kttled  law  that  if  the  defendant  bad  drawn  a  cheque,  and  before 
he  had  iamed  it  he  had  loet  it,  or  it  had  been  stolen  trttia  him, 
and  it  had  afterwards  fonnd  its  way  into  the  hands  of  a  holder 
for  valoe  without  notice,  who  had  sned  the  defendant  upon  it, 
he  wonld  have  bad  no  answer  to  the  action.  So  if  he  had 
indorsed  a  bill  in  blank,  or  a  bill  payable  to  his  order,  and  it  had 
been  loet  or  stolen  before  ho  delivered  it  to  any  one  as  indorsee. 
Tie  reason  is  that  each  Negotiable  Instmmente  have  by  the  law 
merchant  become  part  of  the  Mebcantile  Cu&bekcy  of  the 
oonotry;  and  in  order  that  this  may  nob  be  impeded,  it  is  requisite 
that  innocent  holders  for  value  should  hare  a  right  to  enforce 
pajment  of  them  against  those  who,  by  making  them,  have 
tauud  them  to  be  a  part  of  the  CubkENCX.  .  .  .  .  If  as  act 
done  with  such  an  intention  (t.  e.,  of  cancelling  it)  by  the  maker 
dn  Negotiable  Instrument,  does  not  manifest  the  intention  on  the 
bee  cS  the  instrnment,  it  can  hardly  be  maintained  that  the  Act 
would  be  of  any  efficacy,  becaose  the  instrnment  wonld  neverthe- 
less be  apparently  a  part  of  the  Mercaktilb  Cubbenot." 

In  Whdetlar  v.  Fortter  (14  C.  B.  N.  8.  248),  Eble,  C.  J., 
said — "  According  to  the  law  merchant,  the  title  to  a  Negotiable 
Instrnment  passes  by  indorsement  aas\  delivery.  A  tiUe  so 
acquired  is  good  against  all  the  n-orld,  provided  the  instrnment 
is  taken  for  value,  and  without  notice  of  any  firaud. 

"WiLLEB,  J. — The  general  rule  of  law  is  nndonbted,  that 
no  one  can  transfer  a  better  title  than  he  himself  possesses; 
Nemo  dat  qnod  non  habet.  To  this  tiiere  are  some  exceptions: 
me  of  which  arises  out  of  the  rale  of  the  law  merchant 
u  to  Negotiable  Instruments.  These  beingpctrt  of  the  Cubbenot, 
ue  subject  to  the  same  rale  as  money." 

In  SktOe  V.  Robias  (1  M.  &  M.,  133),  Lord  Tenterden  spoke 
of  bankers'  p^>er  as  being  part  of  the  CiBcniATlHO  If  SDiuil  of 
the  country, 

7.  We  have  thus  laid  before  our  readers  an  authoritative 
eiposilaon  of  the  true  l^;al  meaning  of  the  word  Cubbenot,  and 
the  snbjects  which  are  included  in  it.    We  see  by  a  series  of 
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B  which  are  now  the  established  Commercial  Law  of  the 
country,  that  the  word  Cureekct  meaos  amply  NEGoriABiurr, 
and  nothing  else,  i.  «.,  that  the  property  and  the  honest  poesessioa 
of  those  things  which  posBesa  this  exceptional  attribate  aie 
inseparable,  contrary  to  toe  general  principles  of  the  common 
law  regarding  stolen  goods,  merchandise,  and  cattle.  And  what 
does  this  exceptional  class  of  articles  include?  Why,  Money,  and 
all  Negotiable  Seoorities  to  pay  mon^  of  all  sorts  and  fbnns, 
bank  notes,  cheques,  bills  of  exchange,  promissory  notes,  btrnds 
of  all  sorts;  in  fiict,  money,  and  erery  kind  of  negotiable  engage* 
ment  to  pay  money. 

It  will  be  seen,  then,  that  in  strict  l^al  phraBeol<^  the  vaci 
CuasENOT  can  only  be  applied  to  those  Rights  wkidi  are 
recorded  on  some  material.  An  abstract  Right  cannot  be  lost, 
mislaid,  or  stolen  and  passed  away  in  commerce.  But  if  it  be 
recorded  on  some  material  substance,  it  may  then  be  lost,  or 
stolen,  and  sold  like  any  other  material  substance:  and  the  word 
CuERSWCV,  then,  simply  refers  to  some  legal  rules  relating  to  the 
transfer  of  the  property  in  it,  in  the  case  of  its  being  stolen  and 
passed  away  in  commerce.  For  an  obligation  to  be  capable  of 
being  Cubbbnct  in  law,  it  must  be  recorded  on  some  material  so 
as  to  be  capable  of  being  carried  in  the  hand,  or  put  away  in  a 
drawer,  and  dropped  in  the  street,  and  stolen  from  the  drawer  or 
from  a  man's  pocket,  and  c-arried  off  by  the  finder,  or  thief,  and 
sold  like  a  piece  of  goods.  The  word  Cubbenct  has  no  reference 
whateTer  to  any  property  it  has  of  paying,  dischargmg,  and 
closing  debts. 

Noting,  therefore,  tan  be  more  unphiloeophic^  prima  faae 
than  to  designate  the  articles  themaelves  by  the  name  of 
CuBfiKNOT,  because  they  possess  the  attribnts  of  CuBBBjrcr.  R 
is  quite  common  to  speak  of  the  Currency  of  an  (q>iDioni  bat  no 
one  eyer  yet,  that  we  are  aware  o^  thought  of  calling  the  opinioo 
itself  Currency.  It  is  quite  usual  to  speak  of  the  Cnrrenc;  of 
tlie  session  of  Parliament;  but  nobody  ever  called  the  session 
itself  Currency.  This  very  confusion  is  also  used  in  speaUiig  of 
bills  of  exchange ;  because  it  is  a  common  expression  to  q)eak  of  (lie 
cnrrency  of  the  bill,  meaning  the  lime  daring  which  it  is  CurrcDt; 
whereas  Uie  bill  itself  is  called  Currency  because  the  pn^)^ 
in  it  passes  by  delirety.  It  wonld  be  just  as  rational  to  call 
a  horse  a  relocil^,  or  a  wheel  a  rotation,  as  to  call  money 
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Cnrreiicji  and  we  have  ehewa  that  !□  tho  earlier  legal  reports  no 
one  eTer  thought  of  such  a  barbarism. 

NeTertheless,  if  the  force  of  public  usage  is  too  strong  to  be 
shaken,  and  the  word  Gubrencv  is  too  firmlj'  established  as  the 
designation  of  a  certain  class  of  articles  to  be  rejected,  we  most 
disregard  its  literal  legal  meaning,  and  observe  its  philoeophical 
sense;  because  there  is  an  enormoos  mass  of  Credit,  or  Rights, 
whidi  is  not  embodied  in  anj  material  instmmcat,  and  which 
therefore  cannot  be  lost,  stolen,  or  passed  away  in  commerce 
vritbont  the  owner's  consent:  and,  consequent! j,  though  these 
cannot  be  subject  to  the  legal  mles  of  CuKKBUCy,  they  perform 
a  gigantic  part  in  commerce,  jnst  in  the  same  way  as  if  they  were 
recorded  on  paper. 

Taking  a  banker  and  hia  customer  as  the  standard  case  of 
debtor  and  creditor,  if  I  have  a  right  of  action  against  my  banker 
for  money,  it  makes  not  the  slightest  difference  in  the  nature  of 
the  Bight  whether  it  is  recorded  on  paper  or  not.  If  I  wish  to 
transfer  the  Right  to  some  one  else,  I  may  do  it  by  means  of  a 
bank  note  or  cheque,  or  a  verbal  order  to  my  banker  to  transfer  a 
certain  quantity  of  the  credit  in  my  name  to  some  one  else's  name. 
We  have  already  shewn  that  in  Boman  law,  where  written 
instruments  were  not  used,  the  creditor,  the  debtor,  and  the 
assignee  were  obliged  to  meet,  and  the  creditor  transferred  the 
debt  orally  to  the  assignee.  This  was  a  valid  transfer.  And  such 
a  mode  of  proceeding  is  a  valid  transfer  in  English  law  at  the 
present  day.  Bat  in  a  vast  number  of  cases  this  ia  a  very 
clnmsy  and  inconvenient  way  of  transferring  debts.  It  is 
infinitely  more  convenient  to  do  so  by  writing.  But  whether 
the  transfer  be  effected  orally  or  by  writing,  it  can  make  no 
possible  difference  in  the  nature  of  ttie  Bight.  Consequently,  if 
1  have  a  Bight  against  my  banker,  and  if  I  write  a  cheqne  for  the 
purpose  of  transferring  this  Bight  to  some  one  else,  this  does  not 
affect  the  nature  of  the  existing  Bight:  it  is  nothing  more  than 
a  convenient  way  of  transferring  it  to  some  one  else.  Writing 
a  cheque  does  not  create  a  new  Bight;  it  merely  records  on 
paper  an  existing  Bight.  And  it  eqnally  exists  whether  it  is 
recorded  on  paper  or  not.  Payment,  therefore,  by  means  of  a 
bank  note,  a  cheqne,  or  a  bank  credit,  is  absolutely  the  same. 
Now,  bank  notes  and  cheques  are  Currency  in  strict  legal 
phraaeolt^;  but  bank  credits  are  not  Currency,  because  they 
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cannot  be  loet,  mislaid,  ebolea,  and  paBsed  awa;  in  commeroe 
withont  the  consent  of  the  owner. 

So  also  of  a  book  credit,  or  book  debt,  in  a  tradesman's  boc^ 
If  I  buy  goods  from  a  tradesman  on  credit,  th^  credit  hss 
performed  exactly  the  same  part  in  CiBCULATiNa  the  goods  u 
money:  becanse  we  have  expressly  defined  Circnlation  to  be  the 
sale  of  goods  for  money  or  ci^t,  and  the  credit  bu  been 
equally  the  medium  of  circi^tion,  or  sale,  whether  it  is 
recorded  on  paper  or  not;  bnt  it  is  not  Cubrenot,  bettosD 
it  cannot  be  dropped  in  the  streets,  stolen,  and  transferred  to  some 
one  else  by  manual  delivery. 

If,  then,  we  are  compelled  to  adopt  Uiis  barbarism,  and  employ 
the  word  Cueeenoy  as  a  philosophical  term,  it  mnat  most 
manifestly  be  extended  to  include  bank  credits  or  deposits,  b«k 
credits,  and  verbal  credits  of  all  descriptions. 

And  this  is  exactly  what  commercial  law  does.  It  treats  aaj 
form  of  credit  payable  by  a  banker  on  demand,  as  money  or  csih, 
no  matter  whether  it  be  a  bank  note,  a  cheque,  or  a  bank  ae^L 
They  are  all  iti  the  eye  of  the  law  equally  payment:  that  is,  nwe 
of  them  are  legal  money ;  that  is,  a  debtor  cannot  compel  his 
creditor  to  take  them  in  payment  of  a  debt:  bnt  if  he  chooses  to 
do  BO  without  obj«-tion,  they  all  stand  on  exactly  the  same 
footing  as  payment.  The  case  of  bank  notes  is  so  well  known 
that  we  need  not  cite  any  authorities.  With  regard  to  cheques. 
Lord  Mansfield  said,  in  Qranl  v.  Vmiglutn,  that  a  cheque  is  tbe 
same  thing  as  a  bank  note.  In  Pearce  v.  Davit  (1  lloo.  &  Rob.), 
Patteson,  J.,  said  that  a  cheque  "  operates  as  payment  onUl  it 
has  been  presented  and  refnaed."  So  in  Jones  v.  Arthur  (8  DokI., 
442),  CoLBaiDaB,  J.,  held  that  tender  of  payment  by  dieqne  i» 
good  unless  objected  to  on  that  account.  Also  in  Bevm  v.  HiU 
(3  Gamp.,  381),  where  a  person  having  accepted  a  cheque  in 
payment,  and  lost  it,  and  the  banker  failed,  having  funds  to 
meet  the  cheque.  Lord  EUenborougb  held  that  the  cheque  was 
payment. 

And  the  very  same  doctrine  is  true  regarding  a  Bank  Credit 
or  Deposit.  In  QiOard  v.  Wi»e(b  B.  &  C.  134),  HoL&oyo.J., 
said — "  The  defendants,  instead  of  sending  a  clerk  to  receive  caeh 
for  the  notes,  sent  them  to  the  persons  who  ought  to  have  paid 
them;  but  they  sent  them,  not  for  the  purpose  of  being 
paid  in  mon^,  bnt  of  being  placed  to  Uieir  credit  in  acoooot 
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When  that  credit  was  given,  the  legal  effect  was  the  nmc  as  if 
the  Dotee  had  been  paid  to  them  in  money." 

ThoB  a  Bight  of  Action  against  s  banker  payable  os  demand 
it,  in  commercial  circles,  considered  as  money,  or  cash,  whether 
it  be  in  the  form  of  a  bank  note,  a  cheque,  or  a  bank  credit :  and 
though,  of  course,  in  the  strict  legal  aenae,  only  the  two  former 
on  be  CiTBBEKCr,  yet,  in  s  philosophical  eetiae,  if  we  ate 
cranpelled  to  adopt  the  word,-  all  three  Ibmu  must  be 
CuBBBSCr. 

7.  And  BO  in  other  points  of  Law  Bank  Notes  and  Bank  Credits 
are  held  to  be  included  in  the  term  monf^,  or  cash.  In  the  case 
of  Lord  Ayleibftry's  will.  Lord  Hardwicke  held  that  bank  not«8 
paaeed  tmder  the  title  of  cash:  and  in  Miller  v.  Hoc*  Lord 
Uansfield  stud,  "  bank  notes  pass  by  a  will  which  bequeaths  all  the 
testatcr's  money  or  cash." 

But  the  very  same  doctrine  is  held  regarding  a  Bank  Credit,  or 
deposit,  or  a  balance  on  a  banking  accounL  Thus  in  Vaiaey  t. 
Sxyno{da{b  Buss.,  12),  the  testator  bequeathed  "to his  wife  all  bis 
book  debts,  monieg  m.  hand;  and  to  his  executors  all  his  monies 
out  at  interest  or  mortgage,  notes  of  hand,  or  any  security 
whatsoever."  Lord  Ltndhubbt  said — "  The  testator  has  referred 
to  two  descriptions  of  monies,  monies  in  hand,  and  monies  out 
at  interest  on  mortgage,  notes  of  hand,  and  other  securities. 
The  balance  in  the  buiker'a  hands,  though  it  carries  interest, 
was  not  out  at  interest  or  security,  and  it  was  in  the  same  order 
and  disposition  of  the  testator,  as  if  it  had  been  deposited  in  his 
own  drawer.  It  must  be  inferred  that  the  testator  meant  to 
pass  it  by  one  of  the  two  descriptions  which  he  has  used.  In  no 
sense  was  it  money  on  security,  and  in  a  reasonable  sense  it  was 
money  in  hand,  and  passed  therefore  to  the  wife." 

So  in  Tayhr  v.  Taylor  (1  Jurist.,  401)  where  the  testator 
bequeathed  all  his  ready  money.  Lord  Lamqdalb  said — "  It  is 
true  that  in  strict  legal  language,  what  is  called  money  deposited 
at  a  banker's  is  nothing  more  than  a  debt,  and  cannot  be  called 
ready  money,  but  in  the  ordinary  language  of  mankind  money 
at  a  banker's  is  called  ready  money,  and  we  mnst  construe 
a  will  according  to  tiie  ordinary  language  of  mankind." 

Again  in  Parker  v.  Marchanl  (1  Y.  &  C,  290),  Bbcce,  V.  C, 
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said — "  Undoubtedly  an  ordinary  balance  in  a  banker's  hands 
ie,  in  a  sense,  a  debt  dne  from  him — certwnly  be  may  be  sued 
for  it  88  a  debt.    Bnt  it  may  be  eqnatly  trne  tJiat  in  a  sense  it 

is    ready  money The   term    'debt,'    howerer 

technic^ly  correct,  is  not  colloqaially,  or  familiarly  applied  to  a 
balance  at  a  banking  house.  No  man  talks  of  his  banker  in 
that  character  being  indebted  to  him.  Men  speaking  of  each  s 
enbject  say  that  tiiey  have  so  much  at  their  banker's,  or  so  moch 
in  their  banker's  hands,  a  mode  of  expression  indicating  Tirtaal 
poeseseioa,  rather  than  that  right  to  which  the  law  applies  the 

term  chom-in-aclion Agreeingthat  the  term  (ready 

money)  is  applicable  to  money  in  the  parse,  or  the  hoose,  I 
cannot  agree  tiiat  it  is  confined  to  money  bo  placed.  Money  paid 
into  a  banking  honse,  in  the  ordinary  mode,  is  so  paid  f(ff  the 
pnrpose  of  being  not  safe  merely,  but  readif  as  well  as  safe." 
And,  consequently,  the  V.  C.  held  that  a  Bank  Credit,  or  deposit 
passed  under  the  term  "  ready  money,"  And  this  opinion  was 
confirmed  on  appeal  (1  Phil.,  .^5C)  by  Lord  Lykdhuest — "Koliody 
can  doubt  that  in  the  ordinary  nse  of  language,  money  at  a 
banker's  woald  be  considered  as  '  ready  money.'  Ererybody 
speaks  of  the  sum  which  he  has  at  bis  banker's  as  m<xiey:  'nj 
money  at  my  banker's'  is  a  nsnal  mode  of  expression.  And  if  it 
is  money  at  the  bankt^r's,  it  is  emphatically  ready  money,  becaoM 
it  is  placed  there  for  the  purpose  of  being  ready  when  occaaiim 
requires:  it  is  received  upon  Uie  uuderstandiDg  Uiat  it  shall  beeo 
ready.  If  a  man  goes  to  his  banker,  the  money  is  counted  out  to 
him  on  the  table.  If  he  sends  an  order  for  the  money,  it  is 
counted  out  to  his  servant,  or  the  person  in  whose  favour  that 
order  is  made.  I  consider,  therefore,  that  it  is  strictly 
'  ready  money '  accordii^  to  the  ordinary  acceptation  of  those 
torms  among  mankind." 

So  again  in  Manning  v.  Purcell  (2  Sm.  &  Giff.,  iU)  tfaf 
question  was  whether  a  balance  on  a  current  account,  and  i 
balance  on  a  deposit  account  payable  on  demand,  passed  nnder  the 
word  moneys  in  a  will,  Stuabt,  V,  C,  said — "  The  question  as  to 
the  next  subject  of  gift  which  the  plaintiffi  deny  to  be  included 
:a  the  gift  of  'moneys,'  is  as  to  the  balances  of  the  teststcr  at 
bis  bankers'.  The  testator  seems  to  have  had  balances  npon  ■ 
current  acooont,  and  balances  upon  a  deposit  aocoont.  Now,  the 
balance  upon  tiie  current  account  certainly  passed.    It  ia  also  my 
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opinion  ihat  the  money,  the  evidence  of  which  was  die  depoat 
iK)tea,  also  paased  under  the  deBcription  of  monoys.  It  has  been 
maintained  in  ai^oment,  that  the  depodt  notes  are  the  vonchers 
given  by  the  bankers  with  wh<Hn  the  depoaita  vere  made  as 
HGDrity  for  money,  and  they  have  been  likened  to  the  case  of 
money  secured  by  a  bond.  It  is  sud  that  the  balance  dne  is 
simply  a  debt,  and  the  depodt  note  is  evidence  of  the  debt,  jnst  as 
a  bond,  which  shews  a  debt,  and  binds  the  obligor  to  the  payment 
of  it.  Bat  moneys  deposited  by  a  testator  with  his  bankers,  on  a 
deposit  acoonnt,  the  balance  carrying  interest,  is  bo  mnch  money 
at  the  disposal  of  the  testator,  and  is  as  readily  accessible  by  him 
as  moneys  in  an  ordinary  current  account.  The  fa/A  that  interest 
IB  allowed  npon  these  deposits,  is  a  reason  for  the  depositor  more 
relnctantly  drawing  npon  hia  deposit  account;  but  in  point  of 
bet,  there  is  no  distinction  at  all  shewn  to  me  npon  the  cnstom 
of  the  bankers.  The  bankers  have  been  examined  in  this  case, 
and  the  habit  is  so  notoriooB  on  this,  that  it  would  not  require 
evidence  to  shew  that  where  a  banker  holds  money  for  which  he 
gives  a  deposit  note,  it  is  jnet  as  accessible  to  his  customer  as  if  it 
were  held  on  a  current  account. 

"If  a  customer  having  a  balance  of  £10,000  at  his  bankers' 
Tants  £1,000,  he  must  take  a  piece  of  paper  and  deUver  it  to  the 
backers  before  the  bankers  would  pay  him  the  money  which  they 
hold  for  him.  Now,  with  respect  to  the  deposit  money,  the  cus- 
tomer, if  he  wants  that  money,  or  any  part  of  it,  must  bring  the 
deposit  receipt  instead  of  an  ordinary  cheque  ;  but  that  does  not 
make  it  less  accessible  to  him  than  if  the  bankers  held  it  liable  to 
be  paid  on  cheques.  If  the  sUgbtest  doubt  were  cast  upon 
the  accessibiUty  of  a  depositor's  money  which  a  banker  holds 
on  deposit  receipts,  it  would  soon  pat  an  end  to  the  account 
altogettier. 

"  Hy  deciaion  proceeds  upon  this,  that  as  to  the  deposit  note,  as 
mnch  as  to  the  current  account,  the  relation  of  banker  and  cus- 
tomer exists ;  that  the  bankers  holding  money  of  a  customer, 
whether  on  a  deposit  account  or  a  current  accomit,  unless  there  is 
some  express  contract  to  take  it  out  of  the  ordinary  case  of  deposit, 
holds  it  as  money,  and  as  money,  so  readily  accesuble  to  the  cus- 
tomer on  the  reUiion  oi  banker  and  customer,  that  it  is  held  to 
pass  under  tiie  description  of  money  generally." 

2  D  2 
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8.  The  importance  and  the  practical  bearing  of  these  mTesti- 
gadons  and  deciaions  are  evident.  In  modem  times  prirate 
bankers  diecontinaed  isnung  notes,  oad  merely  created  Cr^ts  in 
tlieir  cOBtomeis'  faTour  to  be  drawn  against  by  Checpies.  l^ew 
Credits  are  in  banMng  language  termed  Deposits.  Now  maoy 
persons  seeing  a  material  Banlc  Note,  which  is  only  a  ^ht  re- 
corded on  paper,  are  willing  to  admit  that  a  Bank  Note  is  cash. 
Bnt,  from  the  want  of  a  little  reflection,  they  feel  a  difficulty  with 
regard  to  what  they  see  as  Deposits.  They  admit  that  a  Bank 
Note  is  m  "  IsBue,"  and  "  Cnrrency,"  and  "  Circnlataon,"  but  they 
fail  to  see  that  a  Bank  Credit  is  exactly  in  the  same  sense  eqnslly 
an  "  Issae,"  "  Cnrrency,"  and  "  Circulation." 

When  a  bank^,  in  exchange  for  money,  or  in  exchange  or  the 
pnndiase  of  a  Bill  of  Exchange,  gives  his  Notes  to  his  cnstomer, 
he  creates  and  Issues  a  Bi^t  of  Action  against  himself,  which 
the  cnstomer  may  transfer  to  any  one  else.  Bat  abo  when  a 
banker  in  exchange  for  money,  or  in  exchange  for  a  BiQ  of  £x- 
change,  areatee  a  Credit  in  bis  books  in  his  cnst^uner's  fimnir,  he 
eqnally  creates  and  "  Issues  "  a  Bight  of  Action  against  hinu^ : 
and  by  delivering  a  dieqne  book  to  his  cnstomer  he  therel:^ 
engages  to  pay  the  Credit  to  any  one  else  to  whom  his  castaaia 
may  transfer  it.  Either  form  of  Credit,  therefore,  is  equally  the 
Issue  of  a  Bight  of  Action  to  the  cnstomer.  He  has  exactly  the 
same  right  to  damani  payment  of  his  Credit  from  the  banker, 
and  exactly  the  same  right  to  transfer  it  to  any  one  else,  whether 
it  be  by  Note  or  by  Cheque. 

Unreflecting  persons  see  only  so  many  figures  in  a  booh :  they 
are  startled  at  hearing  them  called  Wetdtb :  bat,  in  &ct,  thoe 
figures  are  only  the  evidence  of  so  many  transferaUe  lights  d 
action  in  the  persons  of  the  bankers'  credibHV.  These  Rights  m 
jufit  as  mnch  "  issued  "  and  in  "  circnlation "  as  if  they  nea 
Notes.  They  are  eqnally  liabilities  to  pay  on  demand.  No  doubt 
it  is  nsnal  in  bank  returns  to  distinguish  between  Notes  ind 
Credits  ;  but  suppose  they  were  not  bo  distinguished,  bat  merely 
called  liabilities,  wonld  not  eveiy  one  see  that  they  stand  on 
exactly  the  same  footing?     Would   any  one  then  make  any 


Thus  these  Bank  Credits,  or  Deposits,  are  a  mass  of  Pn^r^i 
just  hke  so  much  com  or  timber ;  they  are  Ptcunia,  Sena,  Ru, 
Mtrz  i  they  are  now,  though,  of  ooorse,  legally  only  deb^s  for  lU 
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practical  purpoees,  the  cnrrent  ooin  of  ocmimerce :  and  the  great 
medinin  of  payment  of  the  conntry  :  and  specie  is  now  only  used 
occasionally,  and  as  a  sapplement  to  payments  in  Credits  of 
dilferent  fbnnB. 

NotJiiog  can  be  more  nufbrtnnate  or  mideadinE  than  Uie 
opTMBion  which  is  so  frequently  used  that  banldng  is  only 
the  "  Economy  of  Coital,"  and  that  tlie  bnrane«  of  a  banker 
n  to  borrow  money  tram  one  set  of  penons  and  to  lend  it  to 
another  set.  Bonkers,  no  donbt,  do  collect  snms  fW>m  a  rast 
nomber  of  peisons,  bnt  the  pecnliar  essence  of  their  business  is, 
not  to  lend  that  money  to  other  persons,  bnt  on  the  basiB  of  ^lis 
bullion  to  create,  a  vast  snpeiBtracture  of  Credit ;  to  multiply  their 
pnumses  to  pay  many  times :  these  Credits  being  payable  on 
demand  and  performing  all  tlie  ftmctions  of  an  equal  amount  ot 
caah.  Thus  banking  is  not  an  Economy  of  Capital,  bnt  an  in- 
craae  of  Capital ;  the  business  of  banking  is  not  to  lend  money, 
bnt  to  create  Credit ;  and  by  means  of  the  Clearing  House  these 
Credits  are  now  transferred  th>m  one  bank  to  aoother,  just  as 
easily  as  a  Credit  is  transferred  from  one  account  to  another  in  the 
tame  bank  by  means  of  a  cheque.  And  all  these  Credits  are  in 
the  ofdioaiy  language  and  practice  of  oommeroe  exactly  equal  to 
so  much  cash  or  Currency. 

9.  After  ttie  authcdtatare  exposition  we  hare  giyen  above  of 
the  real  meaning  of  the  word  Cdbrenot,  and  the  judicial  de- 
dsions  of  what  it  includes,  it  is  rather  a  work  of  supererogation 
to  dte  the  opiniona  of  lay  writers.  The  controvenies  as  to  the 
tnwming  of  Currem^  did  not  arise  until  Smith  had  been  several 
years  in  bis  grave ;  but  we  think  that  no  one  who  reads  bis  work 
can  form  any  doubt  but  that  bills  of  exchange  are  necessarily 
included  under  his  designation  of  paper  money.  The  queetion, 
however,  is  extremely  unimportant,  and  would  take  fiu*  too  mndi 
■pace  to  examine  thorou|^y. 

The  first  occasion  on  which  we  have  met  the  term  Circulating 
Hedimn  is  in  Hie  debate  on  the  Bank  Bestxiction  Act,  1797,'  in 
vhich  Mr.  Fox  said  he  wished  that  gentlemen,  "  instead  of  amiiffing 
themselves  with  new  terms  of  '  Circolating  Medium '  and  &e 
like,"  which  shews  that  it  must  then  have  been  of  vety  recent 
iubroductJon.  Mr.  Pitt,  in  bis  reply,  said — "  Ab  so  mnch  has  been 
<  fitrliaamKay  Sitorf  qf  Engiamd,  YtL-  ZIZIII.,  p.  MO. 
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s^d  npon  the  nature  of  a  Gircnlatiiig  Medimn,  be  Uumght  it 
neceeaary  to  notice  that  be  did  not  for  hia  own  part  take  it  ki  be 
of  that  empirical  kind  which  had  been  generally  described.  It 
appeared  to  him  to  conriat  in  anySwig  that  answered  tlie  great 
pnipoaes  of  trade  and  commerce,  whether  in  specie,  paper,  oi  any 
other  term  that  might  be  OBed."  It  is  qnite  evident,  theref(»e, 
that  bills  of  exchange,  cheques,  and  bank  credits  would  all  be 
Indnded  under  Bach  a  designation,  because  they  all  efi^  the 
drcnlation  of  merchandise. 

The  first  place  in  which  we  have  met  the  doctrine  tibat  the  word 
Cnrrenqy,  or  CircnlatiDg  Medimn,  is  to  be  restricted  to  epeaa  and 
Bank  Notes  only,  is  in  a  letter  of  Mr.  Boyd,  a  wdl  known 
financial  agent,  to  Mr.  Pitt.  He  says,  p.  2 — "  By  the  words 
'  Means  of  Circulation,'  '  Circulating  Medium,'  and  '  Cmrenc;,' 
which  are  nsed  almost  as  synonymoos  terms  in  this  letter,  I 
understand  always  rea%  money,  whether  consisting  of  Bank 
Notes  or  specie,  in  contradistinction  to  Bills  of  Exchange,  Navy 
Bills,  Exchequer  Bills,  or  any  other  negotiable  paper,  which  form 
no  part  of  the  circulating  medimn,  as  I  have  always  nndeistood 
the  term.  The  latter  is  the  cdrcnlator;  the  former  are  inerelj 
objects  of  circulation."  Bnt  Mr.  Boyd,  in  his  prelaoe,  says— 
"  But  from  the  mere  return  of  bank  notes  (without  that  of  the 
balances  on  the  books,  for  which  the  bank  is  likewise  liable,  and  of 
the  specie  in  its  coffers)  no  accurate  estimate  can  be  formed  of  the 
positive  difi'erence  between  the  present  and  the  former  circular 
tion."  Mr.  Boyd,  therefore,  expressly  inclndes  Bank  Credits,  or 
Deposits,  under  the  title  Currency,  and  as  his  notion  of  Curreni? 
was  ready  money,  it  is  qnite  evident  that  Cheques  were  abo 
Currency  in  his  opinion,  because  we  have  seen  that  Mercantile 
Law  considers  Bank  Notes,  Cheques,  and  Bank  Credits,  as  lO 
equally  ready  money. 

Fiedler  ttus  opinion  of  Mr.  Boyd's  gained  any  adherents  m 
Qot  say ;  but,  in  opposition  to  1^  novel  doctrine,  Mr.  Heiuy 
)niton,  one  of  the  authors  of  the  BulUon  Report,  siud' — "A 
Ititnde  of  bills  pass  between  trader  and  trader  in  the  couuti; 
he  manner  that  has  been  described  ;  and  they  evident^  fonc, 
bhe  strictest  sense,  a  part  of  the  Circulating  Medimn  of  the 
ntry."  And  in  a  not*  on  this  passage  he  says — "  Mr.  Boyd,  in 
publication  addrrased  to  Mr.  Pitt  on  the  subject  cJ  the  Bank 
iqatry  into  tha  Ifature  and  Z£tctt  of  tS*  Paper  Cndit  o/  GreM  Britaif,/.  40, 
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<£  Ecgjond  imiei,  propagates  the  aame  error  into  which  man; 
othen  have  bllen,  of  oonaideniig  bills  aa  no  part  of  the  dicnla- 
ting  medium  of  the  cooutij."  After  quoting  the  above  pasaage 
fiom  Mr.  Boyd,  he  ES71 — "  It  vill  be  seen  in  the  pn^reea  of  this 
wo^  that  it  was  necenarj  to  dear  awaj  much  oonfnaion  whicb 
hn  aiiaen  from  the  want  of  a  Buffldently  full  acquaintance  with 
tile  several  kinda  of  paper  credit,  and,  in  particular,  to  remove, 
bj  a  conaiderable  detail,  the  prevailing  errors  respecting  the 
nature  of  bills,  before  it  could  be  poedble  to  reason  properly  npoE 
the  eflects  of  paper  credit." 

Certainly  no  influential  person  at  that  time  adopted  such  an 
(^uu<Hi,  and  we  may  quote  a  passage  from  the  speech  of  the 
Marqnia  of  Tichfield,  one  of  the  most  distinguished  of  the  rising 
men  of  the  day,  on  Mr.  Western's  motion,  in  182S,  regarding  the 
Act  of  1819.  He  said — "Economy  of  money  was,  by  contri- 
Tances  to  spwe  the  use  of  it,  according  to  the  description  of  his 
right  honoorable  friend,  by  substitution  of  the  precious  metals  in 
the  shape  of  voluntaiy  credit.  Every  new  contrivance  of  this 
bind,  and  every  one  improved,  had  that  tendency.  When  it  was 
considered  to  how  great  an  extent  these  contrivances  had  been 
practised,  in  ih»  variout  modei  of  verbal,  book,  and  eirculaiing 
credit!,  it  wot  easy  to  see  that  Uie  country  had  received  a  great 
addition  to  Us  Currewy.  This  addition  to  the  Currency  would,  itf 
amrse,  have  the  same  effect  as  if  gold  Mad  been  inereaeed  from  the 
mines."  Here,  therefore,  we  see  it  explicitly  stated  that  credit,  in 
all  its  shapes  and  forms,  was  independent,  exchangeable  property, 
of  the  value  of,  and  producing  the  same  efiects  as,  gold. 

10.  A  few  traces  of  Mr.  Boyd's  opinion  may  be  discovered  in 
certain  writers  after  this  period ;  but,  as  this  view  was  most 
prominently  brought  forward  before  the  Committee  of  1640,  we 
may  pass  at  once  to  that. 

Mr.  J.  B.  &nith,  President  of  the  Chamber  of  Commerce  of 
Manchester,  s^d  that  he  thought  Circulation  and  Cnrrency  were 
the  same  (Q.  40) ;  that  depoeite  were  Currency,  which  was,  in 
bet,  another  word  for  liabilities. 

70.  Mr.  QConneU — "  There  is  another  description  of  pqier  m. 
drculation,  namely,  bills  of  exchange ;  do  yon  indnde  those  also 
in  your  description  of  the  Currency  ? — I  do  not  consider  bills  of 
exdiange  as  Currency. 
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'  71.  "  What  ie  the  diffirence  between  a  biU  of  exchange  which 
is  paBsing  from  hand  to  hand  and  commanding  property  in 
retnm  for  it,  and  a  bank  note  which  Ib  per&rming  Uie  BUne 
functions,  snppodng  each  to  be  worth  £100  ? — I  consider  a  bill 
of  exchange  to  be  a  debt. 

72.  "  Ib  not  a  bank  note  a  debt  ? — ^The  difference  between  ■ 
bill  of  exchange  and  carren<7  would  be  Uub,  that  correnc;  would 
dischai^  the  debt ;  the  payment  of  a  bill  of  exchange  is  not  the 
diBcharge  of  a  debt  till  it  is  dne. 

78.  Mr.  Smith — "  SnppoBing  this  case  to  haj^ien,  that  the 
same  bill  of  exchange  passed  Uirongh  a  banker's  hands  sii 
times  in  one  day  on  the  account  of  different  persons  haring 
acconnla  witii  this  bank,  Bhoold  yon  not  say  that  that  bill  of 
exchange  discharged  the  ftinctions  of  corrency  ? — It  is  a  mere 
transfer,  alter  all,  from  hand  to  hand,  with,  every  time  it  is 
indorsed,  an  additional  security. 

79.  "  Supposing  it  not  to  be  indorsed,  can  yon  point  ont  tbe 
difference  between  that  and  a  Bank  of  England  note  ?— The 
diference  between  a  Bill  of  Exchange  and  a  Bank  of  Englsnd 
note  in  any  transaction,  is  that  a  Bill  of  Exchange  is  a  debt,  and 
it  continnes  a  debt  till  it  is  dischai^ed  by  a  Bank  of  England 
note,  or  by  some  other  Corrency,  which  is  a  Aill  discharge  of 
liie  debt. 

80.  Sir  R.  Peel—"  What  does  a  Bank  of  En^and  note  pnfeM 
upon  Uie  face  of  it ;  is  it  not  '  I  promise  to  pay  ? ' — ^Predsety  so- 

81.  "  Ib  not  that  evidence  of  a  debt  ? — Certainly,  tnt  it  ii 
legal  tender. 

82.  "  Snpposing  a  law  were  passed  permitting  a  gold  dicnli^ 
tion  to  continae,  and  prohibiting  the  issue  of  notes  by  tiie  Bank, 
do  yon  not  think  that  the  measnre  which  traders  would  resort  to 
wonld  be  to  supply  the  deficiency  by  Bills  of  Exchange  ? — It  i> 
probable ;  it  migbt  be  so. 

8S.  ','  Wonld  not  tbey  answer  the  purposes  of  Currency  ? — Billi 
of  Exchange  do  not  perform  the  fanctJons  of  Currency,  but  Uu? 
are  ioBtrumente  by  which  commodities  are  exchanged,  eqnallf 
with  every  other  mode  of  Credit,  but  requiring  money  for  tiieir 
discharge. 

Si.  "  Though  there  is  a  difference  in  the  natnre  of  the  transac- 
tions between  the  issue  of  a  note,  payable  on  demand,  and  peaang 
of  a  bill  of  exchange,  is  there  any  substantial  difference  in  Iheir 
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sensible  eflMi  on  the  Cnrreticy  of  the  comitiy  ? — I  do  not  ttunk 
that  Bills  of  Exchange  affect  the  Cnrrency,  though  the  Cnirencj 
has  a  TeT7  important  inflnence  on  Bills  of  Exchange. 

87.  "Do  not  70a  recollect,  that  during  the  Bank  restriction 
law,  there  did  not  remain  a  cdnmlation  of  Bank  of  England 
notes  in  parts  of  Lancashire  fbr  the  discharge  of  small  payments, 
bnt  that,  in  pdnt  of  &ct,  the  great  commercial  transoctiDQg  of 
Lancashire  Trere  carried  on  bj  the  intervention  of  Bills  of 
Exchange,  perfbnning  the  ordinary  fimctioas  of  currency  by 
means  of  promissory  notes  ? — Unquestionably,  and  a  rei?  large 
amount  of  theee  payments  are  still  in  existence. 

88.  "  When  payments  do  take  place  by  these  means,  do  not 
Bills  of  Exchange  answer,  in  a  great  measure,  the  Ainctions  of 
promissory  notes,  though  there  is  a  difference  in  the  diaracter  of 
the  transaction  between  a  Bill  of  Exchange  and  a  promissory 
note  F — ^Yes,  they  are  a  medium  fbr  the  excl^ge  and  ^tribation 
of  commodities,  no  donbt. 

89.  "  They  are  the  r^resentatives  of  commodities  ? — Yea;  they 
are  representatiTes  of  traosactions  in  commodities. 

90.  '*  Then  are  they  not  Gurren<7  ? — ^No,  I  do  not  think  tliat 
follows. 

91.  Mr,  O'ConmU — "What  is  Cnrren<7^but  an  instmmentot 
exchange  ? — It  is  an  instroment  of  exchange,  but  it  ia  an 
eqnivf^ent  also  for  commodities. 

92.  "A  Bill  of  Exchange  performs  that  fdnction,  it  assistB  to 
exchange  commodities  ? — ^Yes,  a  Bill  of  Exchange  assista  in  the 
exchange  and  distribution  of  Gommodities. 

98.  "  Then    it   has   that    function   of    Onrreocy  ? — ^Yes,    it 

94.  "Then,  having  that  i^mction  of  Current^,  which,  perhaps, 
is  l^e  only  fimction,  can  you  distingnisb  that  ftom  Current^? 
What  ia  there  in  yonr  mind  to  iudnce  you  to  say  that  that  is 
sot  Currency  which  performs  the  ftincUons  of  Currency  F — I  have 
already  explained  that  the  difference  between  a  Bill  of  Exchange 
and  Currency  is  this,  that  the  one  discharges  a  debt  and  the  other 
does  not. 

95.  Mr.  Warbwton — "  If  a  party  receiving  a  Bill  of  Exchange 
indorsed,  were  to  gire  yon  a  receipt  in  fhll  for  the  payment  of  the 
debt,  would  not  that  Bill  of  Exchange  perform  precisely  the  same 
functions  as  a  bank  note  does  F — ^Yes,  bnt  it  would  be  merely  a 
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pwrt;  oonsendng  to  accept  k  debt  dne  from  mother  pomn  in  ftill 
diBoharge  of  the  debt  doe  to  himself. 

96.  Mr.  Htrrm — "  Is  oot  that  a  veiy  cwnmoa  [Hooeedin^  in 
trade  ? — I  am  not  aware  of  that  If  I  am  asked  whether  pirdea 
accept  Bills  of  Exchange  for  debts,  that  is  a  fact,  bnt  whether 
Qisj  accept  them  in  fall  discharge  of  a  debt  contracted,  I  am  not 
aware. 

97.  Jtfr.  Giiborw — "Do  yon  consider  a  £10  note  of  a  ooontiy 
bank,  a  jmnt  stock  bank,  to  rank  under  Corrency,  or  to  rank 
nnder  Bills  of  Exchange  ? — Under  Garrency. 

98.  Mr.  Orote — ^"Bappofle  there  was  a  seven-da;  post  hill 
iasned  by  a  banker,  would  yon  oonuder  that  a  part  <^  the 
Currency  ? — ^No. 

99.  Mr.  Labouchere — "Sappoae  it  was  a  seren-day  po* 
bill  isBoed  by  Uie  Bank  of  England?— No,  not  nntil  dis- 
charged. 

100.  Mr.  (fCotmeU—"  A  cheqne  on  the  Bank  is  Cmreuc^iB 
London,  is  it  not? — It  performs  the  fonctionof  Garrency;  it  is  a 
transfer  of  CtUTeocy  fh)m  one  to  another. 

118.  Mr.  Wood — "Will  yon  define  what  yon  meao  as  comti- 
tating  the  entire  Cnrrency  of  the  conntiy  ? — I  shoold  d^ne 
Corrency  to  be  gold  and  silver,  or  the  promises  of  banken 
to  pay  on  demand,  which  either  constitnto  a  legal  tender,  or 
which  the  pnblic  are  willing  to  accept  in  lien  of  coin  in  discharge 
of  debts.  I  consider  the  Currency  in  this  country  to  consiet  fint 
of  coin  in  circulation;  secondly,  of  Bank  of  Ei^land  notes  imed 
against  bullion,  and  of  Bank  of  England  notes  issued  against 
securities ;  thirdly,  of  deposits  in  the  Bank  of  England,  pajable 
on  demand,  the  same  as  bank  notes;  fourthly,  of  notes  issued 
by  the  country  banks;  and  fifUily,  of  deposits  in  country  bania 
ia  their  own  notee,  ^ich  are  of  the  same  character  as  depoaila  in 
the  Bank  of  England." 

As  to  the  meaning  of  deposits,  and  the  general  oonfosion  H 
to  the  way  in  which  they  arise,  we  may  refer  to  the  eipositioii 
of  the  Mechanism  of  Banking  giren  in  a  former  dup(v> 
The  witness  was  furtiter  examined  at  immense  length,  bat  ths 
above  givee  the  substance  of  his  opinions. 

11.  Ur.  COBDEN  was  of  opinion  that  no  inflation  of  the 
Cmrency  would  arise  from    Bills  of  Exchange,  provided  the 
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money  of  the  country  were  not  previoosly  inflated.  There 
is  a  great  distinction  between  a  Bill  of  Exchange  and  a  bank 
note.  A  Bill  of  Exchange  follows  the  trading  transaction,  and  is 
merely  a  Toucher  for  the  transaction,  in  the  shape  of  a  transfer  of 
the  debt,  or  an  acknowledgment  of  the  debt;  bnt  a  bank  note  pot 
into  drcnlation  either  in  the  purchase  of  public  securities  or  in  a 
toan,  or  in  any  other  way,  goes  to  the  artificial  creation  of  com- 
mercial transactions,  and  is  not  itself  aecesearily  originated  by 
the  transaction.  Bills  of  Exchange  caa  multiply  only  in  pro- 
pcHtion  to  commercial  transactiouB,  provided  the  Currency  be  kept 
■8  a  metallic  currency. 

Hr.  Cobden  said  that,  with  a  metallic  Cnrrency,  there  would  be 
no  risk  of  any  great  extent  of  accommodation  bills;  an  opinion 
which  we  think  is  scarcely  warranted  by  the  reality. 

57S.  Mr.  Smith — "  Inasmnch  as  BiUs  of  Exchange  are  used 
at  Manchester  as  an  instrument  of  exchange,  do  they  not  form 
part  of  the  Cnrrency? — No;  I  hare  defined  Currency  to  be 
money.  I  cannot  call  a  Bill  of  Exchange  money.  It  is  a  promise 
to  pay  money  at  a  certain  time,  and  it  is  a  secnrity  only  for  a 
certain  lime,  after  which  all  securities  are  fbrfeited." 

Hr.  W.  R.  Wabd  (67^)  considered  Currency  to  be  coined  gold. 
Bfiyer,  and  copper,  and  notes  payable  on  demand,  issued  by  Uie 
Bank  of  England  and  country  banks. 

Mr.  RiOHABD  Faob  understood  Cnrrency  to  mean  the  current 
money  of  a  country,  in  which  debts  are  discha]^;ed  and  ctonmo- 
ditiea  purchased  and  sold,  and  consisting  of  Bank  of  England 
notes  and  gold  and  silver.  Conntiy  buik  notes  be  considered 
only  to  be  money  by  courtesy.  He  included  dq)08it8  in  the 
Bank  of  England;  but,  as  he  gave  to  the  word  "depoeit"  an 
inaccurate  meaning,  we  do  not  know  what  he  would  have  done 
if  be  had  understood  the  real  meaning. 

12.  Mr.  Georob  Wabde  Norhab,  a  Director  of  the-Bank  of 
England,  was  asked: — 

1691.  '*Are  there  any  grounds  for  considering  the  deposits 
of  the  Bank  of  England  as  Currency  ? — Ko,  I  think  not. 

1692.  "Do  yon  consider  that  any  deposits,  merely  in  tlieir 
character  of  deposits,  can  be  conaiderod  as  Currency  ? — "So,  I  do 
not. 

1693.  "Will  you  state  what,  in  your   opinion,    forma   the 
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distinction  between  Cnrrency  and  depoeitB? — I  condder  tbMt, 
looking  broadly  at  deponta  and  Corrency,  thej  are  quite  diatincti 
they  hare  little  to  do  with  each  other.  But  I  oonceive  that  the 
nae  of  depodbi  ia  one  of  the  banking  ezpedirate,  which  is  arail- 
able  for  ecoDomimng  Currency,  along  with  a  great  many  othen. 
I  do  not  consider  them  as  Curren<7  or  money.  I  ought  to 
obeerre,  perhaps,  to  the  Committee,  that  I  employ  the  words 
'money'  and  'currency'  aa  synonymous.  Deposits  are  used 
by  means  of  transferB  made  in  tbe  books  of  bankers;  and 
these  afibrd  the  means  of  adjusting  and  settling  traDBacti<HU, 
sadpro  tanto  dispense  with  a  certain  qoandty  of  money;  or  they 
may  be  set  off  against  each  other,  tram  one  banker  to  another, 
to  a  certain  extent,  and  thus  produce  the  same  e^ct.  Still 
they  poeeeaa  the  eaaential  qualities  of  money  in  s  very  kiw 
degree. 

1694.  "Do  yon  entertain  a  similar  c^inion  aa  to  Bilb  ot 
Exchange? — Yes,  exactly;  I  think  they  are  also  used  to  eoonomiie 
Currency,  I  look  upon  them  as  bulking  expedients  &r  that 
purpose;  bat  they  do  not  possess  fblly  the  qualilaee  which  I 
consider  money  to  possesB. 

I69&.  "  Will  yon  explain  the  difference  between  the  functioia 
which  money  will  perfbrm  and  those  which  Bills  of  Exchange 
or  deposits  will  perform? — ^To  answer  that  qneation  ftilly,oite 
must,  I  am  afraid,  take  rather  a  wide  view;  but  I  look  upon  it 
that  the  three  most  essential  qnaUties  money  should  poaaess  arc^ 
t^t  it  should  be  in  uniTeraal  demand  by  eyerybody,  in  all  tunes 
and  all  places;  that  it  shoold  possess  fixed  valnei  and  that  it 
ahould  be  a  perfect  numerator.  There  are  other  qnalitiea;  but 
I  think  tiieae  are  the  most  essential.  Now,  wh^  I  look  at  ail 
bankmg  expedients,  I  find  tiiej  do  not  posaess  these  qnalitiea 
fully.  They  posseas  them  in  a  very  low  degree;  and,  therefive, 
as  we  see  took  place  in  the  antnmn  of  1835,  with  a  very  luge 
increase  of  the  depositB  of  the  Bank,  the  circulation  diminialied, 
and  there  are  erery  appearance  of  the  effects  of  oontractioii: 
tiiere  was  an  increased  influx  of  treasure;  and  I  conceive  from 
that  Uiere  were  lower  prioea.  By  a  numerator  I  mean  that  which 
measures  the  Talue  of  other  commodities  with  the  greatest  poesUB 
&cility.  If  we  look  at  all  these  banking  expedients,  we  see  that 
tjiey  possess  the  three  qualities  which  I  have  mentioned  in  a  vny 
much  lower  degree. 
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1696.  "Will  7on  state  in  what  respect? — I  can  onlf  take 
them  one  bjone.  A  Bill  of  Exchange  is  an  inBtmment  ctonmonly 
pajable  at  Bome  fntnre  time,  at  a  certain  place,  and  to  some 
ptulicnlar  indiTidnalj  it  is  of  no  nae  to  an^  other  indiTidoal, 
except  it  is  indorsed  to  him.  A  man  cannot  go  into  a  shop  witii 
a  B31  of  Exchange  and  bay  what  he  wants;  he  oonld  not  pay  bis 
laboorers  with  a  Bill  of  Excbaiige.  The  same  with  a  banker's 
d^Kxdt,  he  can  do  nothing  of  that  sort;  wi^i  that;  he  can  do 
with  less  money  than  he  would  otherwise  employ,  if  he  has 
BiUs  of  Exchange,  or  bankets'  deposits;  bat  he  cannot,  with 
Bills  of  Exchange  or  bankers'  depouts,  do  whaterer  he 
could  with  sovereigns  and  shillings.  By  a  banker's  deposit, 
I  mean  a  credit  in  a  banker's  books;  nothing  more  nor  lees  than 
that." 

IS.  Mr.  Sahitbl  Jones  Lotd,  now  Lord  OTXRSTOint,  waa 
asked: — 

2655>  "  What  is  it  that  yon  include  in  the  term  circalation  ? — 
I  inclnde  in  the  term  circulation,  metallic  coin,  and  pt^r  notes 
promiMng  to  pay  the  metallic  coin  to  bearer  on  demand.     .    .    . 

2661.  "  In  yonr  definition,  then,  of  the  word  circnlation,  yon  do 
not  inclnde  depoeita? — No,  I  do  not. 

2662.  "Do  yon  include  Bills  of  Exchange? — No,  I  do 
not. 

266S.  "Why  do  yon  not  inclnde  deposits  in  yonr  definition 
of  circnlation  ? — To  uiswcr  that  qnestion,  I  believe  I  mnst  be 
allowed  to  revert  to  first  principles.  The  predons  metals  are 
ditiribnted  to  the  different  conotries  of  the  world  by  the  opera- 
tion of  particalar  laws,  which  have  been  investigated  ana  are 
now  well  recognised.  These  laws  allot  to  each  country  a  certain 
portion  of  the  precions  metals,  which,  while  other  things  remain 
nochanged,  remains  itself  unchanged.  The  pretaons  metals,  con- 
verted into  coin,  constitute  the  money  of  each  conntiy.  That 
coin  circnlates  sometimes  in  kind;  bnt,  in  highly  advanced 
conntries,  it  is  represented  to  a  certain  extent  by  paper  not«s, 
promisiag  to  pay  the  coin  to  bearer  on  demand;  these  notes 
being  of  snch  a  nature  in  principle  that  the  increase  of  them 
snpplanta  coin  to  an  equal  amount.  Where  those  notes  are  in 
nse,  the  metallic  coin,  together  with  those  notes,  constitute  the 
money  or  Currency  of  that  country.    Now,  this  money  is  marked 
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hj  certain  diBtingmshing  characteriBtics ;  first  of  all,  that  its 
amonnt  la  determiiied  bj  the  laws  which  ^portion  the  predooi 
metals  to  the  difierent  conntriea  of  the  world;  sectaidly,  Uiat  it 
a  in  ereiy  oonnCiy  the  common  meaenre  of  the  value  of  all  other 
0(Mnmoditiefl,  the  standard,  by  reference  to  which  the  value  oi 
every  other  commodity  is  aBcertained,  and  every  contract  ful- 
filled; and,  thirdly,  it  becomes  the  oonmion  medinm  of  exchange 
for  the  adjustment  of  all  tranBactiona  equally  at  all  times,  between 
all  persons,  and  in  all  places.  It  has,  further,  the  quality  of  dis- 
charging these  functions  in  endless  succession.  Now,  I  oonceive 
that  neither  depodts  nor  Bills  of  Exchange,  in  any  way  whatever, 
poeaesa  these  quahties.  In  the  first  place,  the  amount  of  them  is 
Dot  determined  by  the  laws  which  determine  the  amount  of  tiie 
[H^cious  metals  in  each  country;  in  the  second  place,  they 
will  in  no  respect  serve  as  a  common  measure  of  valne,  or  a 
standard,  by  reference  to  which  we  can  measure  the  relative  value 
of  all  other  ooromoditiee;  and,  in  the  next  place,  they  do  mi 
possess  that  power  of  universal  exchangeability  which  belongs  to 
the  money  of  the  country. 

2664.  "Why  do  you  not  include  Bills  of  Exchange  in  dr- 
eolation? — I  exclnde  Bills  of  Exchange  for  precisely  the  same 
reasons  that  I  have  stated  in  my  former  answer  for  excloduig 
defiosits.  There  is  another  passage  in  the  same  report  which 
appears  to  me  to  shew  very  clearly  that  the  French  Chamber 
have  fnlly  appredated  the  distinction  between  Bills  of  Exchange 
and  money  i — '  Every  writton  obhgation  to  pay  a  sum  due  may 
become  a  sign  of  the  money :  the  sign  has  acquired  some  of  the 
advantages  of  circulating  money;  because,  like  bills  of  exchange, 
it  may  be  transmitted  hy  the  easy  and  prompt  method  of  indone- 
ment.  But  what  obstacles  there  are  I  It  does  not  represent  at 
every  instant  to  its  holder  the  sum  inscribed  on  it ;  it  can  only  be 
paid  at  a  distant  time :  to  reahae  it  at  once,  it  must  be  parted 
with.  If  one  finds  any  one  sufficiently  tmstM  to  accept  it,  it  can 
only  be  transferred  by  gnaranteeing  it  by  indorsement.  It  is  an 
eventful  obligation  which  one  contracts  one  self,  and  under  the 
weight  of  which,  until  it  is  paid,  one's  credit  snf^.  One  is  not 
always  disposed  to  reveal  the  nature  of  one's  bomness  by  the  og- 
natures  one  puts  in  circulation.  These  inconveniences  led  people 
to  find  out  a  sign  of  money  still  more  active  and  more  oonvenient, 
which  shares,  like  the  Bill  of  Exchange,  the  qualities  of  metallic 
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mmej,  bec&nse  it  has  no  other  merit  bnt  to  rapKsent  it,  but 
which  can  procure  it  at  buj  moment  g  which,  like  die  piece  of 
money,  is  transTerred  from  hand  to  hand,  without  the  neceasi^  of 
being  goanuiteed,  without  leaving  traces  of  its  passage.  The  note 
psjable  to  bearer  on  demand,  iasaed  by  powerfU  aseodationB 
Ibnned  under  the  authority  and  acting  under  the  continnal 
(^bserratiioa  of  govemment,  has  appeared  to  present  these 
advantages.     Hence  Banks  of  cireuhttion,' 

2665.  "  Under  similar  circumstances,  will  the  aggregate  amotut 
credited  to  depositore  in  bankers'  books  bear  some  relation  to  the 
qnutity  of  money  in  the  country  ? — During  temporary  fluctuations 
in  the  amount  of  circulation,  all  other  things  remaining  unchanged, 
I  conceive  the  amount  of  deposits  will  be  affected  by  such 
fiuctnations. 

2666.  "Is  the  amount  of  bills  of  exchange  dependent  in 
some  degree  on  the  quantity  of  money  ? — I  apprehend  that  it 
is  dependent  in  a  very  great  degree.  I  consider  the  money 
of  the  <»nnti7  to  be  the  foundation,  and  the  bills  of  exchange 
to  be  the  Buperstructnre,  raised  upon  it.  I  conceive  that 
bOls  of  exchange  are  an  important  form  of  banking  operations, 
and  the  circulation  of  the  countiy  is  the  money  in  which 
these  operations  are  to  be  adjusted;  any  contractioD  of  the 
circulation  of  the  country  will,  of  course,  act  upon  credit;  bills  of 
exchange,  being  an  important  form  of  credit,  will  feel  the  effect 
of  that  contraction  in  a  very  powerful  degree;  they  wiU,  in  fact, 
be  contracted  in  a  much  greater  degree  than  the  paper  circu- 
lation. 

2667.  Sir  Robert  Peel — "What  are  the  elements  which 
constitute  money  in  the  sense  in  which  yon  use  Uie  expression 
'quantity  of  money?'  What  is  the  exact  meaning  you  attach 
to  the  words  'quantity  of  money — quantity  of  metallic  Cmrent^?' 
—When  I  use  the  words  qoautity  of  money,  I  mean  the  quantity 
of  metallic  coin  and  of  paper  notes,  promising  to  pay  the  coin  oa 
demand,  which  are  iu  circulation  in  this  country. 

2668.  "  Paper  notes  payable  by  coin? — Yes. 

2669.  "  By  whomsoever  issued  ? — Tes. 

2670.  "  By  comitry  banks  as  well  as  other  banks  ? — Tea. 

2671.  Chairman — "Would  this  Buperstructm'e,  consisting  of 
nuns  credited  to  depositors  in  bankers'  books  and  bills  of 
ndiange,  equ^y  exist,  although  do  notes  payable  in  coin  on 
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demand  existed  in  the  oonnby? — Tee;  I  apprehend  that;  every 
qneatian  with  respect  to  deposiUf,  and  with  respect  to  bills  of 
exchoi^,  is  totally  distinct  tnm  the  qnestion  which  has  reference 
to  the  nature  of  the  process  of  sabetitnting  piomissoiy  notes 
in  lien  of  coin,  and  of  the  laws  by  which  that  process  onght 
to  be  governed.  If  the  pnanissory  notes  be  properly  r^nlated, 
Bo  as  to  be  at  all  times  of  tiie  amount  which  the  coin 
would  have  been,  deposits  and  bills  of  exchange,  whatever 
changes  they  may  undergo,  would  sustain  those  c^ianges  equally, 
eitber  with  a  metallic  Current^,  or  with  a  paper  Currency 
properly  regulated;  consequently,  every  investigation  respecting 
Uieir  character  or  amount,  is  a  distinct  question  &om  that 
which  has  reference  only  to  ttie  substitution  of  the  paper  notes  fi>r 
coin. 

2672.  "There  would  be  no  reason  why,  if  there  were  no 
notes  payable  in  coin  on  demand,  the  amonut  of  this  super- 
structure should  be  less  than  it  now  is,  with  a  mixed  circulation 
of  specie  and  of  notes  payable  on  demand? — None  whatever.  I 
apprehend  that,  upon  the  supposition  that  the  paper  notes  are 
kept  of  the  same  amount  of  tbe  metoUic  money,  the  question  of 
the  Buperatmcture,  whether  of  deposits  or  of  bills  of  exchange, 
remains  precisely  the  same. 

2673.  "That  answer  takes  for  granted  that,  in  the  first 
case,  the  met^c  Cnrrency,  and,  in  the  second  case,  the  metallic 
Currency,  plus  the  notes  payable  on  demand,  are  the  same  in 
quantity  ? — ^Yes. 

3674.  Sir  Robert  Ptel — "You  suppose  the  notes  payable 
on  demand  to  displace  an  amount  of  coin  precisely  equal  to  those 
notes? — ^They  ought  to  do  so  under  a  proper  regulation  of  the 
paper  money,  otherwise  they  are  not  kept  at  the  same  value  as 
coin. 

2675.  Mr.  AUwood — "Would  you  consider  that  the  snper- 
pb-nctnre  of  bills  of  exchange,  founded  entirely  upon  a  metallic 
Currency,  might,  at  particular  times,  become  unduly  expanded? — 
The  answer  to  that  qneetion  depends  entirely  upon  ijie  precise 
meaning  of  the  word '  nndnly.'  I  apprehend,  undoubtedly,  that  it 
is  perfecUy  possible  that  credit,  and  the  oonsequenoes  whic^ 
sometimes  result  from  credit,  viz.,  over>banking  in  all  its  fonos, 
and  the  over-issue  of  bills  of  ezdiange,  which  is  one  important 
form  of  over-bankiic  may  arise  with  a  parely  qtetaUic  Currencyf 
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ind  it  ma;  also  arise  with  a  Correnoj  connsting  jointly  of  metallio 
mroifiy  and  paper  notes  promieiug  to  pay  in  coia;  and  I  coDceire, 
lartiier,  that  if  the  notes  be  properly  regulated,  that  is,  if  they 
be  kept  at  the  amount  which  tiie  coin  otherwise  would  be, 
whatever  ofer-banking  wonid  have  arisen  with  a  metallic 
CtureDcy,  would  arise,  and  to  the  same  extent,  neither  more  or 
less,  with  money  consisting  of  metallic  coin  and  paper  notes 
jointjy, 

2676.  "May  not  OTer-bankiDg  and  OTer-isane  of  bills  of 
exchange,  forming  a  superstmfitnre  baaed  npon  money  composed 
of  metal  and  p^>er  notes,  derange  the  certainty  of  the  notes 
being  duly  paid  in  gold? — I  apprehend  that  if  the  paper  notes 
be  properly  regnlated,  according  to  the  sense  whidi  I  haTO 
already  attributed  to  that  expression,  and  if  a  proper  proportion 
of  gold  he  held  in  reserve,  the  soUdity  of  tJie  basis  cannot  be 
distorbedi  that  is,  that  if  there  be  a  proper  contraction  of  the 
p^ier  notes  as '  gold  goes  ont,  the  convertJbihty  of  the  paper 
system  will  be  effectoally  preaerved  by  the  continually  increasing 
value  of  ttie  remaining  quantity  of  the  Currency,  as  the  con- 
traction proceeds." 

Abont  this  period,  and  for  » long  lame  preceding,  the  greatest 
part  of  the  Circnlatiug  Uedium  of  Lanca^ire  were  bills  of 
exchange,  whicb  someUmes  had  150  iudorBemeuts  on  them  before 
they  came  to  maturity.    Lord  OveiBtone  was  asked  : — 

S026.  "  Does  not  the  principal  circulation  of  Lancashire 
consist  of  bills  of  exchange? — As  I  contend  th^  bills  of  exchange 
do  not  form  a  part  of  the.  circulation,  of  oonrse,  I  am  bound,  in 
answer  to  that  question,  to  say  no. 

ft027.  "  Is  there  not  a  luge  quantity  of  bUIs  of  exchange 
in  drculation  in  Lancashire?— Undoubtedly,  wherever  a  large 
mass  of  mercantile  or  trading  transactions  take  place,  there 
will  exist  a  large  amount  of  bills  of  exchange;  and  &at  is  the 
case,  to  a  great  extent,  in  Lancashire. 

S028.  "Do  not  the  bills  exceed  to  an  immense  amoant  the 
issue  of  notes  payable  on  demand  in  Lancashire? — Undoubtedly 
they  do,  to  a  ^?eat  amount." 

14.  Mr.  Hnme  had  a  long  fendng  match  with  Lord  Overstone 
as  to  the  distinction  between  Bank  Notes  and  Deposits.  Lord 
Oreratone  admitted  that  a  debt  might  be  discharged  either  b; 
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the  tranaf^  of  a  Bank  Note,  or  by  the  transfer  of  a  Credit  in 
the  books  of  the  Bank:  but  he  strongly  contended  that  Bank 
Notes  are  money,  and  that  Bank  Credits,  or  Deposits,  are 
not. 

3148.  "Do  yon  oonaider  any  pwtioa  of  the  deposits  in  Uie 
Bank  of  £aglaiid  as  money  ? — I  do  not. 

8150.  "Conld  20,000  soTereigns  have  more  completely  dis- 
charged the  obligation  to  pay  the  £20,000  of  bills  than  the 
deposits  did  ? — Where  two  parties  have  each  an  acconnt  with 
a  deposit  bank,  a  transfer  of  the  credit  irt>m  one  party  to  the 
credit  of  another  party,  may  certainly  dischai^  an  obligation 
in  the  same  manner,  and  to  the  same  extent  to  which  sovereigns 
would  have  discharged  that  obligation 

8169.  "Will  not  the  debt  between  the  two  be  discharged 
thereby  ?— Yes. 

8170.  "  In  the  one  case  I  have  supposed  that  payment  of 
£1,000  was  made  by  means  of  notes  in  circnlalion;  payment  was 
made  by  the  deUvery  of  these  notes  from  one  hand  to  another, 
and  they  are  transported  from  place  to  place:  bat  in  the  case 
of  a  payment  made  by  means  of  a  transfer  in  the  books  of  the 
Bank  from  one  acconnt  to  another,  I  ask  yon,  are  not  those 
payments  equally  valid,  and  woold  not  the  debt  be  dischai^ed 
equally  in  either  case? — In  the  one  case  the  debt  has  been 
dischai^ed  by  the  nse  of  money:  in  the  (rther  case  the  debt 
has  been  discharged  withont  the  necessity  of  resorting  to  the  nse 
erf*  money,  in  consequence  of  the  economising  process  of  depoeit 
business  m  the  Bank  of  England. 

S171.  "  Can  the  debt  of  £1,000  which  one  person  owes  to 
another  be  dischai^ed,  without  money  being  paid,  or  its  valne? — 
A.  debt  of  £1,000  cannot  be  dischai^od  without,  in  some  way  or 
other  transfening  the  valne  of  £1,000;  bat  that  tnmgte 
of  value  may  certainly  be  effected  without  the  use  of 
money. 

8172.  "  Was  not  the  deposit  transfer  in  the  Bank  of  England, 
to  satisfy  that  debt  of  £1,000  of  the  same  value  as  the  £1,000 
not«s  which  passed  in  the  other  case? — A  credit  in  the  Bank  of 
England  I  consider  is  of  the  same  value  as  the  some  nominal 
amount  of  money;  and  if  the  credit  be  transferred,  the  same 
value  I  consider  to  be  transferred  as  if  money  (^  that  tLomijul 
amount  had  been  transferred. 


.t.zsd  by  Google 


1  U.]     LOBD  0TEB8T0NB  OH  '*  CUBBBSCT."      419 

5177.  "  Is  there  tmj  &llac7  in  the  BtatemDnt  that  ia  th« 
iceonntB  published  by  the  Bank,  their  liabilitiefl  are  divided  into 
two  heads,  circulation  and  deposit  ? — I  am  not  prepared  to  Btate 
that  there  is  any  fellacj  in  it. 

5178.  "  Haye  70a  not  Bud  that  d^waita  do  not  in  any 
way  whatever  poBBess  the  qnalitiea  of  money?— If  I  have 
nid  so,  1  shall  be  glad  to  have  the  statement  lud  before  me. 

5179.  "Have  yon  not,  in  question  2663,  enmneral«d  certain 
disllngniabiiig  characteristics  of  money  7 — I  have. 

3180.  "  Have  joa  not  in  the  same  qneetioa  stated  that 
depoaita  do  not,  in  any  way  whatever,  posseas  those  cbaracter- 
istits  ? — ^Tes,  I  have. 

3181.  "  Have  yon  not,  in  answ^  to  previoas  qnestiona,  ad- 
mitted, that  f(M-  the  dischai^e  of  debts,  depoaita  have  the 
characteristics  of  money? — All  that  I  have  admitted  is,  I  beUeve, 
that  a  deposit  may,  under  certain  supposed  circnmstances,  be 
nged  to  discharge  a  certain  supposed  debt." 

Lord  Overstone  also  said  (3132) — "  Will  any  maa  in  hia 
common  eeusea  pretend  to  say  that  the  total  amount  of  tranaactions 
adjusted  at  the  Clearing  House  are  p^  of  the  money,  or  circu- 
lating medium  of  the  country?"  Now,  of  course,  no  one  says 
that  a  tranacution  is  money;  but  the  operations  of  the  Clearing 
House  consist  exclusively  of  the  trooBfers  of  Bank  Credits 
from  one  bank  to  another ;  and  most  undonbtedly  these 
Bank  CreditB  are  part  of  the  circulating  medium  of  the 
country. 

Now  WG  have  already  seen  that  in  Roman  Law  these  Bights  are 
expressly  classed  as  Peeunia;  we  hare  seen,  that  both  by  onr  Courts 
of  Law  and  Equity,  they  are  held  to  be  equivalent  to  Money ; 
and  Lord  Overstone  has  himself  admitted  that  they  are  of  the 
same  nominal  value  as  money.  How,  then,  can  it  be  contraiy 
toconunon  sense  to  say  that  they  are  part  of  the  circulating 
medium  of  the  country?  Howerer,  to  avoid  all  such  discussions, 
erery  one  must  admit  that  they  have  now  become,  in  couseqnence 
of  the  general  spread  of  the  use  of  banking,  the  great  medinm  of 
the  payment  of  the  countiy.  And,  therefore,  those  who  consider 
the  essence  of  mouey  to  be  "  closing  debt,"  must  admit '  them 
to  be  money.  Thus  they  are  answered  by  their  own  argnments  j 
which  axe,  however,  erroneous,  because  money  is  not  Uiat 
which  may  h^pea  to  close  a  debt,  but  that  which  a  debtor 
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can  by  law  compel  his  creditor  to  take  in  payment  of  a 
debt. 

Lord  Overstone  further  aaid  (S082) — "When  I  give  a  defimlion 
of  "  Cnrrency,"  of  cotUBe  it  is  Currency  in  the  abatract:  it 
is  that  vhich  Currency  ought  to  be:  thi^  definition  properly 
laid  down  and  properly  applied,  will  inclnde  paper  notes  payable 
on  demand,  and  it  will  esclode  bills  of  exchange." 

Here  again  Lord  Overstone  a  absolutely  wrong.  It  will  be 
Been  from  the  judicial  decisions  given  above,  that  it  ia  perfectly 
impoflsible  to  frame  a  true  definition  of  Currency  which  shall 
include  bank  notes  and  exclude  bills  of  exchange:  and,  moreover, 
no  bank  notes  in  England,  except  Bank  of  Engluid  notes,  are 
money;  becanse  no  debtor  con  compel  his  creditor  to  take  any 
Bank  Notes  in  payment  of  a  debt,  except  Bank  of  England 
Notes,  and  these  only  so  long  as  the  Bank  pays  them  in  money 
on  demand.  If  the  Bank  were  to  stop  payment,  Bank  of 
England  Notes  would  inunediately  cease  to  be  legal  tender:  a 
consideration  which  will  be  fonnd  of  the  greatest  importanoe  when 
we  come  to  investigate  the  medianism  and  operation  of  the  Bank 
Charter  Act  of  1844. 

15.  Mr.  ToosEwas  asked — ^"InnsiDg  the  term  'circulation' of 
the  Bank  of  England,  what  do  yon  inclnde  in  that  term? — I 
include  in  that  term  only  the  Bank  notes  in  the  hands  of  the 
pablic  In  order  to  avoid  confusion,  perhaps  the  Committee 
would  allow  me  to  state  the  meaning  whidi  I  attach  to  the 
different  terms  '  Currency '  and  '  Circulating  Mediam.'  The 
Currency  I  consider  to  be,  in  strictness  of  language,  according  to 
the  apparent  derivation  of  the  term,  that  part  of  the  circulating 
medium,  snch  as  the  coin  of  the  realm,  and  Bank  of  England 
notes  and  countiy  bank  notes  (althoagh  not  a  legal  tender^ 
wliicb  pass  carrent  from  band  to  band,  without  individual 
signature,  such  as  appears  on  drafts  or  indorsements.  I  am 
doabtfol  whether  cheques  on  bankers  might  not  be  included, 
from  their  perfect  similarity  to  bank  notes,  in  many  of  the 
purposes  for  which  they  are  employed;  at  the  same  tim^  there 
is  the  featnre  of  distinction  which  I  have  mentioned,  viz.,  that 
cheques  require  the  signature  of  the  party  passing  the  draft; 
and  tliat  they  do  not  pass  fr^un  hand  to  hand.  Bills  of  exchange 
I  consider  as  a  part  of  the  general  means  of  distribatjng  die 
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ptDdoctiom  and  revennes  of  the  conntry,  and,  therefore,  u  oon- 
Btitnting  a  part  of  the  drcnl&ting  medium.  I  consider,  also, 
tJiat  the  Bimple  credits  by  which  goods  are,  in  many  instances, 
bonght  and  sold,  come  likewise  nnder  the  general  description  of 
the  cdrculating  medinm,  in  as  &r  as  the  prices  of  commodities 
are  in  question:  becftuse  a  simple  oontract  of  sale,  whether  any 
payment  eventually  passes  or  oot,  is  commonly  entered  in  the 
price  cnrrents  withont  distinctions  from  th<»e  fbr  which  any 
•ctoal  peymeot  is  made.  I  ctmnot  consider  that  transferable 
debts  oonstitDte  drciiIatiDg  medinm,  bat  only  the  actual  transfers. 
.  3279.  "  What  do  you  mean  by  transferable  debts  ? — The  de- 
poeits  in  the  hands  of  bankers,  against  which  the  depositors  are 
entitled  to  pass  their  drafts. 

SS80.  Mr.  Orote-~"  Ton  include,  not  simply  transfers  of  de- 
poats  in  the  hands  of  Uie  Bank  of  England,  bnt  also  transfers  of 
deposits  in  the  hands  of  other  bankers? — Yes;  transfeis  of  de- 
posits generally. 

8281.  Chairman — "Do  yon  then  consider  a  deposit  to  be 
a  transferable  debt  owing  by  the  banker  to  the  depositor  ? — Yes, 

8282.  "In  the  use  of  the  term  'Current^'  in  your  fnture 
euunination,  do  yon  propose,  in  addition  to  coin.  Bank  of  England 
notes,  and  conntry  bank  notes,  to  include  cbeqnes  upon  bankersF — 
Yes;  I  think  npon  the  whole  the  distinction  I  have  mentioned  is 
not  Bofficient  to  ezdndo  them,  and,  therefore,  I  shall  propose  to 
consider  them  as  included. 

8283.  "  Mr.  WarbwrUm — "  By  cheqoes,  you  mean  cheqnes 
acto^y  drawn,  and  passiDg  from  one  person  to  another? — Yes; 
that  which  is  current,  in  fact. 

8284.  "Will  you  be  good  enough  to  state  what  you  propose 
to  include  in  the  word  *  circulation '  in  the  course  of  your  future 
examination? — I  propose  to  include  in  the  term  'circulation' 
tlie  notes  of  the  Bank  of  England,  and  of  country  banks,  payable 
on  demand. 

8285.  "What  do  you  mean  by  'circulating  medinm'? — I 
mean  all  instruments  of  interchai^e  by  which  the  prodactions 
and  the  revenue  of  the  country  are  distributed;  everything 
which  serves  and  is  received  as  a  mode  of  payment,  or 
which  constitutes  nominal  money-price  which  appears  in  price 
currenla. 

3286.  Mr.   Qrote—"  There  is   the   Carrency,  and   there  are 
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also  certain  expedients  for  ecDnomidng  the  use  of  the  OcrreiHTi 
yoa  would  call  both  one  and  tlie  other  of  those  portions  of  the 
circulating  medinm?-^PreciBely. 

3287.  "  Do  yon  include,  in  tite  word  '  Cuneacy,'  bills  of 
exchange  ? — No. 

3388.  "  If  70D  indnde,  in  the  tcnn  '  Currency,'  a  cnsaed 
cheque,  payaUe  at  a  banker's,  to  be  [Hresented,  thepsfbre,  at  the 
Clearing  Honse,  and  having,  therefore,  before  fureaentation  not 
more  than  seven  or  eight  hours  to  nm,  vhj  is  it  that  joa  do  not 
ioclikfe  in  the  term '  Cnrrency '  a  bill  of  eacchange  poj^le  also  at 
a  banker's,  falling  dne  to-morrow,  and  banng,  proboblj,  not 
OKHre  than  about  24  hours  to  run? — It  is  only  a  question  of  the 
general  acceptation  of  the  term;  there  is  no  essentia]  distinction 
in  the  paiticnlar  case.  I  may,  perhaps,  be  allowed  to  Bay,  that 
the  only  question  as  to  the  em|doyment  of  different  descriptions 
of  circulating  medium  is  referable  to  the  combiDed  ooosidentioiiB 
of  economy,  convenience,  and  security. 

8289.  "  If  the  cheque,  according  to  the  supposition  in  the 
former  questica,  be  included  in  the  term  *  Currency,'  will  not  a 
bill  of  exchange,  due  to-day,  payaWe  at  a  banker's,  be  eniitJed 
also  to  be  included  in  that  term? — It  is  only  a  question  of  oHt- 
venience  in  Uie  claasification;  I  am  not  aware  that  it  is  of  ai^ 
importance  in  practiaal  operation. 

3290.  "  Bills  of  Exchange  having,  previous  to  matorily,  one, 
two,  three,  four,  or  more  days  to  run,  differ  in  character  by 
insensible  degrees  from  a  crossed  cheque,  a  crossed  cheque  being 
that  bill  which  has  the  shortest  lime  to  run  ? — They  difikr  in 
character  by  insensible  degrees,  and  hkewiae  in  the  tiiflii^ 
difference  of  convenience  fVom  their  not  being  tued  till  maturitf, 
unless  nnder  a  calculation  of  discount. 

Mr.  Tooke  then  started  a  theory  which,  like  many  otiiera,  is 
true  in  some  cases,  and  which,  we  believe,  he  was  the  first  to 
notice;  but  which  he  pushed  to  an  extreme,  which  drew  out  Bome 
just  strictures  from  Colonel  Torrens. 

3392.  Mr.  Hums—"  WiU  yon  state  what  part  tit  the  Cnrreiu?, 
or  circulating  medium,  affects  prices,  under  the  definitions  whi<h 
you  have  now  given? — ^No  one  part  of  them  affbcts  the  prices  of 
commodities  more  than  any  of  the  other  parts. 

8298.  Mr.  Qrote — "  Do  you  mean  not  more  in  degree,  or  not 
in  any  different  way? — Not  mwe  ia  degree. 
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3294.  "  Yoa  mean  that  everjr  portion  of  that  which  yon  hare 
described  nnder  the  name  'ciroolating  medinm'  is  perfectly 
equal  to  every  other  portion  in  the  efi^  which  it  produces  upon 
prices?— PerfecUy  io. 

S295.  Mr.  Swm — "  Do  yon  mean  that  eTery  braosaction  of 
pmchaae  or  sale  by  any  of  Uie  means  which  yon  have  mentioned, 
m  indoded  in  the  circulating  medium,  equally  affects  prices? — 
Xo;  and  that  was  my  reason  for  caring  so  Uttle  about  making 
a  distiaction  amcmg  them.  I  doubt  whether  they  operate  upon 
I«iceflat  alL 

S29e.  Mr.  Orote — "Ton  mean  that  none  of  these  items  which 
yen  have  enomerated mider  the  general  term  'drcnlaiyng  medinm' 
have  in  joor  opinion  any  eSbct  upon  prices? — Yesi  I  mean  that 
tliey  8t«  not  operatire  causes  of  prices. 

8297.  Mr.  Hmn^—"  What  is  it,  then,  which  does  affbct  prices? 
— ^The  cost  of  prodnctiou  limiting  the  supply  on  the  one  hand, 
and  the  pecnniary  means  of  the  consumer  limiting  Uie  demand 
oo.  the  other. 

3298.  "  Will  not  the  rariatioiis  in  the  quantity  of  the  circu- 
lating medium  a&ct'jffices? — No. 

S299.  "Will  it  .not,  if  abmidant,  be  more  at  the  disposal  of 
individuals  for  purchases  than  when  it  is  scarce  1 — It  will  be  more 
easily  disposable,  but  it  will  not  be  necessarily  so  disposed  of. 
I  beUeve  that  the  amount  of  the  circulating  medinm  is  the*  effect, 
and  not  the  cause,  of  variations  in  prices." 

16.  Lastly,  we  may  quote  Colonel  Torrens,  becanse  he  was 
not  ODly  one  of  the  most  influential  of  this  school,  but  it  was 
sometimes  alleged  that  he  was  in  reality  the  author  of  the  scheme 
which  Sir  Bobert  Peel  adopted  in  his  Bank  Charter  Act  of  1644. 
He  says ' — "  The  terms  money  and  Currency  have  hitherto  been 
employed  to  denote  those  instTuments  of  exchange  which  possess' 
intrinsic  or  derivative  value,  and  by  which,  from  lato  or  cutlom, 
debts  are  discharged  and  traasactions  finally  closed.  Bank  Notes, 
payable  in  q>ede  on  demand,  have  been  included  under  these 
terms  as  well  as  coin,  because,  by  law  and  custom,  the  acceptance 
of  the  notes  of  a  solvent  bank,  no  less  than  the  acceptance  of 
coin,  liquidates  debts  and  closes    transactions;    while  bills    of 

'  rfa  PritidpU*   and  Practiedl  OpenOiai  o/  Sir  Bcitrt  FttSi  Acl  of  1»« 
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ezcbuige,  bonk  credits,  cbeqiKs,  and  other  instznineiits  bf  vhicfa 
the  me  of  money  is  economised,  have  not  been  indnded  onder 
the  terms  money  and  Currency,  because  the  acceptance  o! 
Budi  instrmnentB  does  not  liquidate  debts  and  finally  dose 
tamsactions." 

Again  he  saya,  in  reply  to  some  perfectly  jost  obaerTatioH 
irf  Hr.  Fnllarton — "  It  is  an  obvious  departate  IWhh  ordinaiy 
langtt^e  to  say  that  whether  a  purchase  is  effected  I:^  a  p^nieot 
in  bank  notes,  or  by  a  bill  of  exchange)  the  result  is  the  Haine. 
According  to  the  meaning  of  ihe  term,  Money  and  Credit,  m 
established  by  the  nnivenal  usage  of  the  market,  a  pnrehan 
effected  by  a  payment  in  bank  notes  is  a  ready  money  purchase, 
while  a  transaction  negotiates  by  the  payment  of  a  tall  of 
exchange  is  a  purchase  upon  credit  In  ttie  former  case  the 
transaction  is  concluded,  and  the  vendor  haa  no  further  clsim 
upon  the  purchaser;  in  the  latter  case  the  transactiou  is  ncA 
concluded,  and  Qie  vendor  continues  to  have  a  claim  upon  the 
purchaser  until  a  fkirther  payment  has  been  made  in  satisfectitn 
of  the  bill  of  exchange.  A  bank  note  Uqnidates  a  debt,  a  bDI  of 
exchange  records  the  existence  of  a  debt,  and  promises  liquidaliai 
a  ftatnre  day.  Mr.  Fullaitou  not  only  inverts  language  bnt 
misstates  facts,  when  he  says  that  the  transactions  <rf  iriiidi 
bank  notes  have  been  &e  instrumentB  must  remain  inomplete 
until  the  notes  shall  be  returned  upon  the  issaing  bank,  ot 
discharged  in  cash.  A  bank  note  for  £100  may  pass  baa 
purchaseTs  to  vendors  many  times  a  day,  finally  dodng  on  the 
instant,  each  sncoeeeive  transaction.  A  >»11  of  exchange  may 
also  pass  tmm  purchasers  to  vendors  many  times  a  day,  bat  na 
one  of  the  successive  transactions  of  which  it  is  the  medium  can 
be  finally  dosed  until  (he  last  recipient  haa  received  in  coin  ot  m 
homk  notea  tJu  amount  it  rapretsnte. 

"  Now  it  is  the  necessity  of  ultimate  re-payment  which  con- 
stitutes the  main  point  of  distinction,  which  marks  the  boundaiy 
between  forms  of  credit  and  money.  It  is  a  necessity  which 
Implies  to  bills  of  exchange  and  cheques,  but  which  does  not 
i^ply  to  bank  notes;  and,  therefore,  upon  Mr.  Fullarton's  own 
shewing,  upon  his  own  definitions  and  his  own  conditions,  as  to 
what  constitutes  money,  bank  notes  come  onder  the  head  of 
mcmey:  while  bills  of  exdiange  and  bankers'  cheques,  and  snch 
9ther  instruments  as  require  nltimate  payments,  trsnsfen,  ancl 
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ntUements,  do  not  oome  nnder  the  phraee  money.  .  .  .  Upon 
Mr.  Fnll&iton'B  own  shewing  money  consists  of  those  instmmeiita 
only  by  which  debts  am  discharged,  balanoes  adjusted,  and 
tfansactions  finally  closed;  and,  therefore,  Hr.  Fnllarton,  imless 
he  ahonld  choose  to  continue  to  contradict  himself,  mnit  admit 
tti«t  bank  notes  are,  and  that  I^llfi  of  exchange,  cash  credits,  and 
cheqaes  are  not  money." 

17.  We  have  now  given  rafScient  extracts  to  shew  the  chaos 
of  conflicting  and  contradictory  opinions  which  prevailed.  Not  a 
single  witness  had  the  remotest  ictea  of  Ute  true  legal  meaning  of 
the  word  Garrency.  And  we  mnst  now  point  ont  the  necessary 
logical  oonsequenoes  to  which  the  doctrines  of  these  persons 
lead. 

Hr.  NoBMAK  said  that  money,  or  Carrency,  shoald  posseas 
fixed  valne,  and  be  a  perfect  Qumerator.  Bat  how  can  money,  <x 
any  thing,  possess  fixed  valne,  when  its  ralne  is  changing  th)m 
honr  to  honr? — ^An  instroment  of  credit  may  preserre  an  equality 
of  valne  with  respect  to  money,  bnt  not  with  respect  to  anything 
dse,  nnleas  it  is  expressed  to  be  payable  in  it  He  said  that  he 
meant  l^  a  nnmeratw  that  which  measured  the  ralue  of  other 
CMmnodities  with  the  greatest  facility.  Why  does  a  promise  to 
pay  £50  measore  the  ralne  of  things  with  less  fitcility  than  £50 
itself? 

It  is  not  a  little  amusing  to  find  the  celebrated  phrase  of  the 
Roman  Catholic  Chnrch — Qtwd  semper,  qaod  vinque,  quod  ab 
omnAtu,  starting  up  and  meeting  ns  in  a  discnasion  on  Garrency. 
In  Lord  Orerstone's  opiniop  money  and  Currency  are  identic^ 
and  include  the  rained  metallic  money,  and  the  paper  notes 
promising  to  pay  the  bearer  coin  on  demand;  and,  he  Bays,  that 
tiie  characteristic  of  their  being  money  is, 'that  they  are  received 
equally  at  "all  times,  between  all  persons,  and  m  alt  plaeet." 
For  the  sake  of  Bhortness,  let  us  designate  Uiis  phrase  by  8A, 
from  the  three  alls  in  it.  He  excludes  Bills  of  Exchange  fh>m 
the  designation  of  Current^,  because  "  they  do  not  possess  (hat 
{lower  of  nnifersal  exchangeabili^  which  belongs  to  the  money 
of  (he  country."  This  definition  is  fatal  to  Lord  Overstone's 
own  view.  In  fact,  if  it  be  true,  there  is  no  such  thing  as  money 
or  Corrency  at  all.  In  the  first  place,  it  at  once  excludes 
die  whole  of  bank  notes.    The  notes  of  a  bank  in  the  remote 


tzsd  by  Google 


436  ramciPLES  or  bconouics.         osu.xtil 

district  of  Gnmberland,  would  not  be  current  in  Gomw&U;  tfur«fiff* 
they  are  not  9A;  ikere/ort  thej  are  not  Cmrencj.  Again,  the 
nobH  of  a  bank  in  Gornw^  would  not  be  current  in  Comber- 
land;  therefore  ibej  are  not  Corrency.  Similarlj  tbere  ace  no 
oonntr;  bank  notes  which  ha/m  a  guieral  Correucy  thion^hoaC 
riifi,1iwil.  therefore  do  oountry  bank  ncAea  are  SA;  thenfore  no 
coantiy  bank  notes  are  CnrTen<7.  Till  within  the  iaab  &Sj 
years  or  so.  Bank  of  fingluid  notes  bad  scarcely  any  Corrency 
beyond  London  and  Lancashire;  iB«oantry  distrioto  a  preference 
was  atUTersaUy  given  to  loc^  notes;  therefvn  £ank  of  England 
notes  were  not  SA;  they  had  not  a  power  of  "  omversal  ncfaftnge- 
abilitiy  ; "  therefore  they  were  not  Currency.  Bank  of  Engtuid 
notes  would,  even  now,  not  pass  tlironghont  the  greater  part  f£ 
Scotland.  If,  therefore,  the  test  of  SA  and  "  uoirersal  exchange- 
abihty"  be  applied,  tiie  clums  of  all  bank  notes  to  be  considered 
as  Currency  are  annihilated  at  once.  The  acceptance  of  a  Baring, 
<x  a  Rothschild,  wonld  be  received  in  payment  of  a  debt  by  a 
far  larger  circle  of  persons  Uian  the  notes  of  an  obscore  and 
remote  country  bank. 

Bnt  the  nniversality  of  Lord  Orerstone's  assertion  is  &tal  to 
his  argument  in  otJier  ways.  On  the  Continent,  aUrer  is  tfae 
l^al  standard  of  valae;  in  England,  silver,  hke  copper,  is  merely 
coined  into  small  tokens,  called  shillings,  &c.,  which  are  made 
to  pass  current  above  their  natural  value,  and  are  only  legal 
tender  for  a  very  trifling  amoont,  hence  it  cannot  be  nsed  in  Uie 
adjustment  of  ail  transactionsi  therefore  it  ia  not  8A;  therefore 
it  is  not  Corrency.  Tbere  are  other  oonntries  where  gold  ia  not 
a  legal  tender,  therefore  it  ftuls  to  satisfy  Lord  Overstone's  test, 
therefore  it  is  not  Currency.  If,  then,  the  test  proposed  by  Lord 
Overstone  be  considered  aa  correct,  it  is  easy  to  see  that  t^ere  is 
no  substance  or  material  whatever  that  will  not  bil  under  it; 
and,  therefore,  there  u  no  tuch  thing  at  Cmreney. 

The  fact  is,  that  the  only  difference  between  a  Bill  of  Exchuige 
and  a  Bank  Note  is,  that  the  former  is  a  promise  of  a  deferred 
payment,  and  the  latter  that  of  an  immediate  one,  and  there  ii 
lesB  risk  in  taking  the  latter  tiiaa  the  former.  From  tliese  cir- 
cumstances,  a  Bank  Note  possesses  a  greater  degree  of  circulating 
power  than  a  Bill  of  Exchange.  But>  in  the  Midland  Counties 
of  England,  it  used  to  be  quite  common  for  the  banks  to  issue 
tihe   Bills  of  Exchange  they  had   discounted  with  their  own 
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indorsement  npon  tfaem.  In  which  respect  they  were  in  erery 
way  eqniralent  to  Bank  Notes;  mor^ver,  there  is  not  the  same 
indncement  to  pnt  a  biJt  into  circnlation  as  a  Bank  Note,  becanse 
the  Jbrmer  increases  in  valne  as  the  day  of  payment  approaches, 
and  it  is  nnprofitable  to  keep  a  note  idle.  Bnt  it  is  to  the  lost 
degree  nnphiloeophical  to  maintain  that  these  two  obligations  are 
of  di^rent  natures,  becanse  th^  are  adapted  to  circolate  in 
different  delete. 

18.  Every  commercial  lawyer  wonld  at  once  perceire  the 
fondamental  follacy  of  the  reasons  why  Colonel  Torrens  and 
others  maintain  that  Bank  Notes  are  Cnrrency,  and  that  Gheqnes 
and  Bills  of  Exchange  are  not.  They  suppose  that  bank  notes 
pass  withont  indorsement,  and  that  bills  of  exchange  do  not.  Even 
if  that  were  troe,  it  wonld  not  be  any  TaUd  ground  for  the  distinction, 
because  such  a  thing  wonld  in  no  way  s^cts  the  nature  of  the 
instrument.  It  is  wholly  untrue  to  suppose  that  bonk  notes  and 
money  are  the  only  things  which  close  transactions.  By  Hie 
table  given  abore^  it  is  seen  that  upwards  of  95  per  cent,  of 
commercial  payments  and  receipts  were  made  by  Messrs. 
Morrison  and  Co.  in  inBtmments  of  credit,  other  Uian  bank 
notes. 

But  it  is  a  very  great  mistake  to  say  that  bank  notes  pasa 
withont  ittdoTsement  and  bills  of  exchange  do  not.  At  the  time 
the  Bank  of  England  was  founded,  it  was  supposed  to  be  illegal 
for  any  such  thing  as  promissory  not«s  to  pass  by  assignment. 
The  negotiability  of  bank  notes  had  to  be  provided  for  by  the  Act. 
It  was  enacted,  that  all  the  Bank's  bills  obhgatory  and  of  credit, 
made  or  given  to  any  person,  might,  bg  mdonement  of  mch 
person,  be  fi*eely  asngned  to  any  person  who  shoold  voluntarily 
acc^t  them,  and  so  by  such  assignees  totiM  quoUet  by  indorse- 
ment thereon,  and  all  such  assignees  might  sue  thereon  in  thdr 
own  names. 

The  assignment  of  the  Goldsmiths'  notes,  or  the  private 
bankers'  notes,  was  held  to  be  illegal  much  later  than  this.  In 
1708  it  was  decided  that  no  promissory  notes  were  assignable 
or  indoTsable  over  within  the  custom  of  merchants.  In  1701, 
(be  Act  was  passed  which  allowed  promissory  notes  to  be  assigned 
by  indorsement  Uke  Bills  of  Exchange.  It  is  tme  that  the 
>  c%.  I,  &e.  I,  i  36. 
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autom  of  indorsing  Bank  of  England  Notes,  and,  it  is  pTobabkv 
country  bank  notes  too,  soon  fell  into  disiiBe,  bat  that  makes  no 
difference  in  the  lata  of  tiie  subject. 

It  ia  also  an  error  to  suppose  that  Bills  of  Kxcli&nge  reqnire 
an  indorsement  at  each  transi^r.  A  Bill  of  Exchange  may  be 
made  payable  to  bearer,  and  then  it  requires  no  indorsement  SL 
all.  Bills,  bowever,  are  generally  drawn  payaUe  to  order,  and 
then  tbey  require  that  the  payee  shonld  indorse  them;  bnt  he 
may  do  Uiat  without  making  himself  liable  on  tbem,  as  is  done 
in  many  cases.  Ailer  the  first  indorsement  in  blank,  the  Kll  is 
payable  to  bearer,  aod  may  be  passed  by  mere  delivery,  in  aU 
respects  like  a  Bank  Note.  "  I  see  no  difference,"  sud  Lord 
Mansfield,  "  between  a  note  indorsed  in  blank,  and  one  payable  to 
bearer,"  "  And,"  says  Mr.  Jnstace  Byles,^  "  a  transfer  by  mere 
delivery,  without  indorsement,  of  a  Bill  of  Exchange,  or  Promissory 
Note,  made  or  become  payable  to  bearer,  does  not  render  the 
taransfetor  Uable  on  the  tnstrtmunt  to  the  transferee. 

"  And  it  is  Goneeived  to  be  the  general  mle  of  the  English 
law,  and  the  bir  result  of  tiie  English  auUioritie^  that  the 
transferor  is  not  eren  liable  to  refund  the  consideratjon,  if  the 
bill  or  note  so  transferred  by  delivery,  without  indoraemeDt, 
turns  out  to  be  of  no  value  by  reason  of  the  failure  of  the  other 
parties  to  it.  For  the  sending  to  market  of  a  bill  or  note  pay- 
able to  bearer  without  indwsing  it,  JBprimd/ade  a  sale  of  the  bill 
And  there  is  no  implied  guarantee  for  the  solvency  of  the  maker, 
or  of  any  oth^r  party. 

"  If  a  bill,  or  note,  made  or  became  payable  to  bearer,  be 
delivered  without  indorsement,  not  in  payment  of  a  pre-existing 
debt,  bnt  by  way  of  exchange  for  goods,  for  other  bills  or  notoSr 
or  for  money  transferred  to  the  party  deUveriim  the  bill  at  the 
same  time,  Buch  a  transaction  has  been  repeatedly  held  to  be  a 
Bole  of  the  bill  by  the  party  transferring  it,  and  a  purchase  ol 
the  instrument,  with  all  risks,  by  the  transferee.  '  It  is  extremely 
clear,'  said  Lord  Eeoyon, '  that  if  the  bolder  of  a  bill  sent  it  to 
market  without  indorsing  his  name  upon  it,  neither  morality, 
nor  the  law  of  this  country,  will  compel  him  to  refund  tiie 
money  for  which  he  sold  it,  if  be  did  not  know  at  the  time  that 
it  was  not  a  good  bill.'  So,  when  A.  gave  a  bonkmpt,  before  his 
bankruptcy,  cash  for  a  bill,  but  refused  to  allow  the  bankrupt  to 
■  A  'VrtatUtontittLatB  qf  Bill*  qf  Exdiange,  iie..  Silt,  Edit^  p.  M. 
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indorse  it,  tliinking  it  better  withoat  his  name,  and  afterwards, 
on  dishononr  of  die  Ml,  proved  the  amoant  under  the  oommieaion, 
the  Lord  Chancellor  ordered  the  debt  to  be  expnnged,  obaerring, 
that  this  was  a  sale  of  fte  bill  So,  if  a  part;  dUooonts  bills 
with  a  banker,  and  receives,  in  part  of  the  disconnt,  other 
billB,  bnt  aiA  iodoreed  by  the  banker,  which  bills  turn  ont 
to  be  bad,  the  banker  is  not  liable.  '  Having  taken  Uiem  without 
indorsement,'  says  Lord  Eenyon,  'he  has  taken  the  risk  on 
bimaelf.  The  luinkers  were  the  holders  of  the  bills,  aad,  by 
not  indorsing  them,  have  refused  to  pledge  their  credit  to  their 
Taliditj;  and  the  transferee  mnst  be  taken  to  have  received 
tiiem  on  their  own  credit  only.'  So  where,  in  the  morning,  A. 
sold  B.  a  quantity  of  corn,  and,  at  three  o'clock  in  the  afternoon 
of  the  same  day,  B.  delivered  to  A.,  in  payment,  certiun  promissory 
notes  of  the  Bank  of  C,  which  had  then  stopped  payment, 
bnt  which  drcnmstance  was  not  at  the  time  known  to  either 
party,  Bayley,  J.,  said, '  If  the  notes  had  been  givea  to  A.  at  the 
time  when  the  com  was  sold,  he  could  have  no  remedy  npon  them 
against  B.  A.  might  have  insisted  on  payment  in  mon^,  but,  if 
be  consented  to  receive  the  notes  as  money,  they  wonld  have  been 
taken  by  him  at  his  peril.'  Such  seems  the  general  rule 
governing  the  transfer  by  delivery,  not  only  of  ordinaiy  Bills  of 
Exchange  and  Promissory  Notes,  bat  also  of  Bank  Notes.  Nor  is 
there  any  hardship  in  each  a  mle,  for  the  remedy  against  the 
transferor  may  always  be  presrared  by  indorsement,  or  by  special 
contract." 

"While  it  has  always  been  acknowledged  that  the  delivery  of  a 
bill  without  indorsement,  in  eichange  for  a  valnable  consideration, 
is  a  sole  of  it,  it  baa  &eqnently  been  said  that,  if  Oie  bill 
be  indorsed,  it  is  only  a  loan.  We  have  pointed  out  the  am- 
tugoity  of  the  word  lotm  already.  It  is  often  said  that  a 
banker  lends  his  cnstomer  money  on  the  security  of  bills. 
Bnt  tills  is  an  inaccurate  mode  of  statement.  What  the  banker 
does  is  to  buy  a  debt  due  to  his  customer,  and,  when  he  indorses 
the  bill,  his  cuBtomer  gives  him  a  limited  warranty  of  its  sound- 
ness. If  the  banker  lent  his  customer  the  money,  it  would  be 
his  duty  to  repay  it.  Bnt  that  ia  not  so.  It  is  the  acceptor's 
boBiness  to  pay  the  bUI,  and,  if  he  do  not  do  eo,  the  banker  may, 
by  giving  his  cnsbHner  inunediate  notice,  and  making  a  demand, 
make  bia  coatomer  take  back  the  bill,  and  repay  the  money.    Bat 
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if  the  banker  &il  in  giriag  immediate  nodoe,  his  remedy  against 
his  customer  is  gone. 

Bnt  the  Law  of  Continuitr/  shews  the  fallacy  of  the  doctrioe 
that  Bank  Notes  payable  to  bearer  on  demand  alone  are  Currency. 
Lord  Overstone  rigoronslj  reetricte  the  term  to  sncb  notes. 
Bat  would  not  notes  payable  one  minnte  after  demand  be 
Currency?  or  one  honr?  or  two,  or  three,  or  four  bonis?  Wonld 
not  notes  payable  one  day  after  demand  be  Currency?  or  two  or 
three  days?  Lord  Overstone  denied  that  Bank  poet  bills, 
which  are  issued  payable  seven  dayB  after  sight,  are  Currency. 
According  to  this  doctrine,  if  a  man  deposits  money  in  the  Bank 
and  receives  in  exchange  for  it  a  bank  note  payable  on  demand — 
that  is  Currency;  but  if  he  ask,  for  his  own  convenience,  for 
a  note  payable  seven  days  after  sight — that  is  not  CJnrrency! 
lint  the  note  becomes  payable  on  demand  on  the  seventh  day 
after  ^ght,  and  then,  by  their  own  definition,  it  is  Carren<7. 
What  was  it  before  7  It  used  formerly  to  be  the  cnstom  for 
banks  in  the  country  to  issue  notes  payable  20  days  after  demand. 
These  notes  circulated  and  produced  all  the  effects  of  money. 
What  were  they,  if  they  were  not  Currency?  Cheques  are  payaUe 
on  demand.  How  are  they  not  Currency  as  much  as  notes?  How 
are  Bills  of  Exchange  not  Currency  on  the  day  they  become 
payable?  And,  if  they  are  so  then,  what  were  they  bclbre?  It  is 
quite  plain  that  there  cau  be  but  one  answer.  They  are  all  species 
of  Currency,  though  differing  in  degree,  and  the  distinction 
between  them  is  untenable. 

Nay,  according  to  this  doctrine  a  Bank  Note  itself  is  only 
Currency  during  about  six  hours  out  of  tlie  twenty-four:  because 
it  is  only  payable  on  demand  dnriug  banking  hours,  say  from 
9  a.m.  to  8  p.m.  As  soon  as  the  clock  strikes  three  the  Note  is 
not  payable  till  next  day;  and,  consequently,  it  is  not  Currency, 
and  has  ceased  to  affect  the  "foreign  exchanges.  Therefore,  at  5 
minutes  before  three  it  is  Currency,  and  5  minutes  after  three  it  is 
not  Curren<7.  So  at  5  minutes  before  nine  a.m.  it  is  not 
Currency,  at  5  minutes  after  nine  it  is  Currency.  We  must 
leave  our  readers  to  judge  whether  such  doctrines  are  soond 
philosophy. 

Not  only  are  Colonel  Torrens's  statements  of  law  perfectly 
inaccurate,  bat  also  his  statements  of  &ct  and  the  routine  of 
SB.    He  asserts  that  Bills  of  Exchange  are  not  Curreiu^ 
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becaoae  the^  are  intended  to  be,  and  are,  nltimstoly  liquidated  in 
coin  or  bank  notes.  Snch  a  statement  as  this  Bhewa  the  moat 
pn^Hiud  ignorance  of  the  ordinary  routine  bnsiness  of  banking; 
for  c(»nparatiTel7  veij  few  blllH  are  ever  paid  by  means  of  coin 
or  baok  notes;  in  modem  times  thejr  are  almoet  nniTereally 
paid  by  means  of  Sank  Credits :  and,  consequently,  by  Colonel 
TorreoB's  own  definition,  theee  Bank  Credits  mnst  be  money. 

19.  Bat  we  mnst  point  out  the  farther  conclnsions  which  the 
doctrines  set  forth  by  these  witneBaea  lead  to,  which  may  somewhat 
sarprise  their  advocates. 

They  say  that  the  fundamental  essence  of  Currency  or  Money 
is  that  it  "  closes  a  debt." 

Kow  to  this  we  shall  reply  as  was  the  &ahion  in  the  glorious  old 
days  of  apecial  pleading— (1)  there  is  no  debt  to  close ;  and  (2)  it 
does  not  close  the  debt. 

1.  When  money  is  exchanged  for  goods  no  debt  arises  :  and  if 
it  be  siud  that  the  money  cloaea  the  debt  which  wonld  have  ariaen 
Du  the  Bale  of  the  goods,  it  is  perfectly  obvions  that  it  may  eqnally 
be  sud  that  the  goods  close  the  debt  which  wonld  have  arisen  on 
the  tale  of  the  money.  It  ia  aimply  an  exchange;  and  the  gooda 
and  the  money  close  the  debt  equally  on  each  aide.  Therefore,  ' 
if  it  be  the  essence  of  Current^  to  "  close  debt,"  the  gooda 
are  Corrency  for  precisely  the  same  reason  that  the  money  is. 

It  is  quite  common  in  the  City  to  discharge  a  debt  by  stock : 
now  by  this  the-  debt  ia  closed,  and,  consequently,  according  to 
thia  doctrine,  the  Stock  ia  Cmrency  or  Money. 

So  in  isDumerable  cases  it  ia  the  custom  to  discharge  a  debt  by 
a  payment  of  goods,  A  baker  ot  a  tea  merchant  becomes 
indebted  to  a  wine  merchant,  and  for  the  sake  of  coDvenience  he 
may  take  payment  in  bread  or  tea.  If  he  does  so,  then  the  debt 
if  dosed;  and  by  thia  doctrine  the  bread  or  the  tea  are  Currency 
or  Money. 

So  in  all  caaes  of  Barter  or  Exchange  of  goods,  the  gooda  on 
each  aide  discharge  or  close  the  debt  which  would  have  arisen 
without  the  exchange ;  consequently,  the  goods  exchanged  on 
either  side  are  equally  Curren<7  or  Money. 

Farthermore,  let  us  test  the  doctrine  by  casea  regarding  other 
paper  documents. 

A  uKxdiant^  Bt^poee,  pats  his  aoceptance  into  drcolation; 
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another  pereon  happena  to  be  indebted  to  him  in  an  equal  amonnt, 
and  chtuicefl  to  come  poeaeesed  of  hia  acceptance.  The  merchuit 
Bflks  for  payment  of  his  debt,  and  the  debtor  handa  OYsr  to  the 
merchant  hia  own  acceptance.  By  thia  means  the  debt  is  closed; 
and  according  to  thia  doctrine  the  mercbant'a  acceptanoe  is 
Cnnency  or  Money. 

So  a  banker,  say,  issoea  notes,  and  disoouats  a  merchant's 
acceptance.  When  the  acceptance  falls  doe,  the  merchant  collects 
an  eqnal  amonnt  of  the  btmker'a  notes.  Each  ia  then  equally 
indebted  to  the  other;  and  in  payment  of  their  reciprocal  claims, 
the  merchant  hands  the  notes  to  tibe  banker,  and  the  banker 
handa  the  acceptance  to  the  merchant  By  thia  meana  the  debts 
are  mntnally  closed,  and  if  the  Notes  are  Cnrrency  because  thej 
have  doeed  the  debt,  ia  it  not  manifest  that  the  acceptance  is 
eqnally  Cnrrency,  becanae  it  has  performed  exactly  the  same 
fiuicdoii? 

So  if  two  merchants  iasne  their  acceptances  for  the  same 
amonnt,  and  they  get  into  each  other's  hands,  each  will  offer 
to  the  other  his  own  acceptance  in  payment  of  the  debt  by  him. 
By  these  means  the  debts  are  mntoally  closed.  And  oonaequraitly 
each  acceptance  ia  Cnrrency  or  Money. 

Thus  we  see  that  the  dogmas  of  these  writers  are  tnuisfized  by 
darts  drawn  fixim  their  own  qoiver ! 

The  same  doctrine  may  be  extended  to  other  cases.  Bappose  a 
man  bnys  a  ticket  from  a  Railway  Company,  the  Company  ia 
then  indebted  to  him.  Bat  when  they  have  carried  him  to  his 
jonmey's  end,  Uie  debt  is  dosed.  Therefore,  acoordtng  to 
this  doctrine,  the  carriage  of  the  passenger  is  Currency  or 
Money, 

So  if  a  person  bnys  an  opwa  ticket,  the  manager  of  the  theatre 
is  indebted  to  him.  Bat  when  he  has  witnessed  the  play,  the  debt 
ia  dosed;  consequently  the  performant^  of  the  play  is  Cmrent^  or 
Money. 

So  if  a  person  bays  Postage  Stamps,  the  Post  Office  is 
indebted  to  him:  bnt  when  be  has  aent  his  letters  by  poet,  tJie 
debt  is  closed.  Therefore  the  carri^;e  of  the  letters  is  Garrency 
or  Money.  And  ao  on,  the  same  principle  may  be  a{^lied  to 
many  other  cases. 

2.  In  the  next  place,  we  affirm  that  a  payment  in  Honey 
does  mi  close  the  debt,  becanse  all  Economists  hare  shewn  that 
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the  tranBacdon  is  not  doaed  until  some  product  or  satJB&ctioii  has 
been  obtained  in  escbange  for  the  one  origiaallj  given.  The 
ettriiest  EcononuBta  pointed  ont  that  in  a  sale  for  money  the  ex- 
change IB  not  consnnunated. 

A  baker,  we  will  say,  wante  Bboee:  he  sells  hie  Inread  tar  maaej; 
bat  can  he  wear  his  money  as  shoes?  Certainly  not;  he  must 
exchange  away  his  money  for  shoes.  Consequently,  the  Phydo- 
cndee  held  that  the  exchange  was  not  conanmniated,  or  completed, 
imtil  the  baker  had  got  bis  shoes.  And  J.  B.  Say  called  a  sale,  a 
demi-excliange. 

And  it  is  precisely  for  this  reason  that  all  Eoonomists  from 
Aristotle  downwards,  have  perceived  and  declared  that  money 
itself  is  only  a  species  of  Credit,  or  general  Bill  of  Exchange,  as 
we  have  shewn  by  a  whole  catena  of  writers.  Hence,  money  and 
biUs  of  exchange  are  fundamentally  analogons;  they  are  each  of 
them  merely  the  evidence  of  a  debt  due  to  their  posaessor;  and 
the  payment  of  a  bill  of  exchange  in  money  is  only  the 
exchange  of  a  particnlar  and  precarions  instrument  of  Credit,  for 
a  general  and  permanent  one.  Bat,  as  Economists,  we  have 
nothing  to  do  with  satisfaction  and  enjoyment;  we  have  only  to  do 
with  exchanget;  and  the  exchange  of  goods  for  a  bill  or  note  is 
one  exchange;  the  exchange  of  a  bill  or  note  for  money  is 
another  exchange;  and  the  exchange  of  money  for  goods  is 
another  exchange  ;  tbey  are  all  eqoally  exchanges,  and  therefore 
Economic  phenomena. 

SO.  We  are  happy  to  say  that  on  this  subject  II.  Michel 
Chevalier  is  entirely  of  the  same  opinion  as  ourselves.  After 
shewing*  the  untenable  nature  of  the  distinction  set  np  between 
Bank  Notes  and  Bills  of  Exchange,  he  says — "The  English 
lai^;aage  has  a  generic  word  which  comprehends  money,  bank 
notes,  paper  money,  or  asgignat«  not  convertible  into  f^)ecie,  and 
every  other  kind  of  secnrity  which  can  be  put  into  circnlation, 
and  is  accepted  more  or  less  generally  among  men:  and  that  is  the 
word  CoEBENOY.  Our  language  has  no  precise  equivalent : 
nevertheless,  the  word  Numiraire  may  be  taken  in  the  same  sense, 
and  I  shall  so  employ  it  for  the  ftitnre  in  this  work."  And  the 
same  distinguished  writer  has  given  his  formal  adhesion  to 
tiie  fundamental  nature  of  a  Currency  set  forth  ia  this  work.' 
>  La  Uiaamit,  |  8,  «L  6,  ■  Joamaldtt  SconomitU*,  Ait/ftat,  1863. 
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Bat,  while  ve  coDtend  that  Lord  Oveistone's  criterion  at  a 
Cnirency  is  fatal  to  his  own  riew,  we  are  quite  willing  to  accept 
it.  For  what  ia  it  that  exists  in  all  places,  in  all  tiraas,  and 
among  lUmoBt  all  perBons?  Debt,  or  Sbbtiobs  due.  And 
what  is  it  that  is  nniTersally  required  to  measOFB,  ncoid,  and 
transfer  them?  Some  materiat.  Bnt  we  see  Qial  all  Cnmndes 
are  more  or  lees  local,  none  are  nniTersaL  The  idea,  or  the  want 
alone,  is  nniTersal.  The  notee  of  a  oonntry  banker,  only  ar- 
cnlating  in  his  own  neighbonrhood,  are  like  a  country  paioa,  each 
district  has  its  own.  A  national  Currenc?  rises  to  the  dignity 
of  a  langn^e.  But  even  that  is  only  local,  on  a  larger  scale. 
The  ideas  only  espreeaed  in  the  language  are  nniTersal.  We 
.  are,  therefore,  strengtiiened  iu  our  conTiction,  tliat  the  only 
true  idea  of  a  Currency  is,  that  it  is  tJie  R^pnm^idm  ef 
TratuferabU  Debt,  and  that  arfialever  r^etmtt  Tratuferable  Dtit 
it  Currency. 
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ON  THE  ORGANISATION  OP  THE  BANK  OP 
ENGLAND;  AND  ON  THE  BANK  CHARTER 
ACT  OF  1844. 

1.  We  are  now,  at  length,  in  a  poeition  to  take  a  compre- 
hensiTe  Bnrve;  of  the  oi^anisation  of  the  Bank  of  England,  and 
of  the  Back  Act  of  1844.  Of  all  the.  Acta  in  the  Statnte  book, 
there  is  none  which  comes  home  to  every  man,  which  so  nearly 
aSects  every  man's  interest,  as  this  Act.  Few  persons  are 
aware  of  its  extremely  complicated  natnre.  We  hear  sometimes 
of  the  principle  of  the  Act  of  1844,  as  if  there  were  but  one 
principle  involved  in  it !  or  as  if  the  ot^l  of  it  were  the  Bame 
thing  as  the  principle ;  the  object  it  aims  at,  the  same  thing  as 
the  theoiy  it  adopts  to  obtain  that  objecL  Whereas,  in  Ixnth, 
it  is  founded  upon  a  multiplicity  of  theories — it  is  a  oombinatioa 
of  several  theories  of  current,  and,  moreover,  devises  a  par- 
ticular machinery  for  carrying  them  out.  When,  therefore,  we 
consider  its  very  complicated  nature,  we  see  what  a  boundless 
field  of  controversy  it  may  give  rise  to;  for  each  of  the  several 
theories  it  embodies  may  be  partially  or  totally  erroneous;  and 
even  if  they  be  correct,  the  machinery  devised  for  enforcing 
them  may  be  imperfect,  or  erroneous,  and  insufficient  for  its 
purpose.  We  think,  however,  that  we  are  now  in  a  position  to 
eiatnine  the  theories  upon  which  it  is  founded — to  test  them  by 
the  fundamental  principles  of  monetary  science  established  in 
the  preceding  chapters,  and  to  point  out  those  principles — if  any 
— which  it  violate 

Id  the  first  diapter  we  obtoined  the  great  fundamental  con- 
oeptioD,  which  is  IJie  basis  of  monetary  science,  that  money  is 
the  representative  of  debt,  or  services  doe;  that,  wlme  there 
it  no  debt,  there  can  he  no  taamy.  In  the  preceding  chapter  we 
foand  that  the  fundamental  error  of  Law's  Theory  of  Paper 
Uoney  is,  that  it  creates  currency  where  there  is  no  debt  for  it 
to  represent  The  consequence  of  which  is,  that  an  additional 
qnanti^  of  material  is  poured  into  the  dianoel  of  circulation,  as 
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it  ia  called;  that  is,  a  greater  quantity  of  materitJ  is  required  to 
do  exactly  the  eatne  duty  as  a  smaller  quantity  did  before;  the 
coDsequence  of  which  is  a  depredation  of  the  whole,  whidi  may 
proceed  to  any  length;  and  ve  have  given  aeveral  examplee  of 
the  practical  resnlta  of  this  planmble  and  wide-spread,  but  delnsire, 
theory. 

We  must  now  examine  Uie  organisation  of  the  Bank  of  England, 
and  we  shall  find  that  it,  too,  ia  based  upon  Lawiam. 

Bnt  fiuthermore,  we  have  said  tliat  the  Bank  Act  of  1644  ib 
based  on  a  peculiar  definition  of  the  word  CuaBKKCY;  and  is 
expressly  devised  for  the  purpose  of  carrying  into  eSect  a  peculiar 
Theory  of  Currency.  In  the  last  chapter  we  have  examined  the 
meuiing  of  the  word  Citbrbnct,  and  shewn  the  entirely  erroneoos 
doctrines  of  those  writers  from  whom  the  scheme  emanated  which 
was  embodied  in  that  Act,  We  have  now  to  examine  the  Thbort 
upon  which  it  is  founded;  aud  to  see  how  far  it  really  carries  out 
the  Theobt  it  is  intended  to  do;  and  the  consequences  it 
has  produced.  We  may  say  a  few  words  regarding  the  origin  ot 
the  Principle  which  we  are  now  going  to  explain. 

2,  We  have  shewn  that  the  Boman  lawyers  had  brought  the 
Theory  of  Credit  to  absolute  perfection;  but  it  is  scunewhat 
strange  that  so  practical  a  pet^le  never  appreciated  the  con- 
venience of  recording  Credit  or  Debte  on  written  in&tmmentB 
till  a  very  late  period.  Although  debts  were  permitted  to  be 
A'eety  sold  like  any  other  article  of  propertiy,  it  was  necessary  for 
the  Creditor,  the  Debtor,  and  the  Asdgnee  to  meet  together  and 
agree  orally  to  the  transfer  of  the  debt.  The  only  written  doca- 
ments  of  debt  which  the  Bomaus  used  were  cheques ;  there  is  bo 
trace  of  their  having  invented  bank  notes. 

Bank  notes  were  invented  by  the  Chinese.  About  807  AJ>.,  in  the 
reign  of  Hian-tsoung  of  the  dynasty  of  Thang,  there  was  a  great 
scarcity  in  the  country,  owing  to  poUdcal  trouble  and  Uieir  nsoal 
cbncomitant,  a  debasement  of  the  coinage.  The  Empesm 
ordered  all  the  merchants  to  Mag  their  specie  to  the  Tretuury; 
and  in  exchange  for  it  gave  them  Sills  of  Exchange  or  Notes, 
called  fey-tsien,  or  fiying  mon^,  payable  at  the  principal  towna 
of  the  provmces.  The  convenience  of  these  bills  was  so  great 
that  their  use  became  very  popular ;  but  for  some  reason  or 
another  they  were  discontinued  for  a  time.    In  970  A.D.,  however, 
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in  Uie  reign  of  Tai-taon,  there  was  again  great  monetary  disorder, 
and  the  expedient  of  the  fey-Uien  was  revived.  Meruhanta  were 
inrited  to  d^ont  their  specie  in  the  Imperial  Treamirf,  and  they 
reoeived  bilU  or  notes  payaHe  in  the  principal  towns  of  the 
Empire.  These  were  called  pien-tsien,  or  convenient  money. 
The  plan  was  received  with  the  greatest  favour ;  the  specie 
flowed  in,  and  the  issnes  of  pi^r  greatly  increased.  Similar 
banks  were  established  in  the  provinces,  SBd  boob  became  very 
hirge.  The  piert-Uien  were  made  legid  tender  in  commerce.  In 
997,  the  Govenunent  had  received  in  deposit  1,700,000  taels  of 
olver.  In  1021  the  snm  had  increased  to  2,830,000  taels,  eqo^ 
to  abont  21,225,000  fhiocs. 

These  issaes  were  made  by  the  Qovenmient,  and  we  see  that 
they  were  merely  in  exchange  for  an  eqnal  amonnt  of  bnlUon. 
This  was,  therefore,  ao  example  of  the  "  Gobbbsct  Pbinoiple." 

Bnt,  abont  the  same  time,  the  first  iseae  of  private  circnlating 
paper  took  place.  A  certain  Tchang-yang  seems  to  have  been  the 
inventor  of  this  terrible  engine.  In  the  province  of  Chn,  which 
is  the  modem  Bse-tc^nen,  the  money  was  nuide  exdnsively  of  iron, 
and  was,  of  oontse,  very  inconvenient.  Tchang-yai^,  issned  bills 
called  Uy-tcky,  and  also  kaai,  to  represent  this  iron-money. 
Under  the  reign  of  Teking-tsong,  &om  997  to  1022,  this  in* 
veation  spread  greatly.  Privato  bank  notes,  called  hieuhtaeu^ 
payable  every  three  years,  were  allowed  to  be  current  for  sixty- 
five  years.  They  were  few  a  tael  of  pure  silver.  A  joint-stock 
omnpany  of  sixteen  of  the  ridieat  merchants  was  formed,  with 
power  to  issne  snch  notes.  The  company  at  first  sncceeded  very 
well,  bat  new  and  inexperienced  members  having  replaced  the 
older  ones,  the  company  became  bankrapt,  and  canaed  mudi 
misery  and  litigation.  The  hum  or  Uy-tchy  were  payable  in  a 
different  place  to  where  they  were  issned.  They  thus  resembled 
Bills  oS  Exchange  in  their  origin.  The  Idao-ltea  were  like  bank 
notes,  bnt  only  payable  once  in  three  years. 

This  bank,  the  first  joint  stock  bank  of  issne,  failed  in  1017, 
bnt  the  invention  was  found  to  have  so  nlany  conveniences,  that  a 
Commiseion  was  appointed  to  report  whether  the  State  might  not 
fonnd  a  bank  of  hiao-tseu.  The  Commission  reported  in  fiivonr 
of  the  plan,  and  in  1028,  a  State  Bank  was  founded  at  Y-toheon, 
the  capital  of  Chu.  It  issued  notes  payable  evei^  three  years,  as 
Uie  Eormer  ones,  and  all  private  isaties  were  forbidden.    In  1032, 
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it  was  found  that  its  iBsnee  were  1^56,340  taela,  of  about 
9,422,5iM)  francs.  The  edict  fonndiog  it  radered  that  it  sbonid 
hftve  a  capital  of  860,000  taels  in  specie.  The  pten'tnm 
gradnallf  disappeared  before  the  kiao-Ueu.  In  1060  pnoiabment 
of  death  was  enacted  against  forgen  of  Jdao-tea. 

la  10C9,  the  Oovemment  established  a  Bank  of  kiao'Um,  at 
Lon-tcheon,  Id  the  province  of  Ho-tong.  In  1070,  it  founded  s 
similar  one  in  Chen-sy  to  pay  the  anny  contractor  in  Uao-lant 
instead  of  Uhao,  or  short  dated  bills,  as  they  had  been  naed  to. 
The  contractors  were  so  discontented  that  the  GoTemment  bad 
to  give  np  the  plan,  bnt  the  bank  was  kept  np. 

The  Mio-Uea  were  redeemable  in  three  years.  The  bolder 
might  bare  specie  or  new  bUls  at  his  option.  They  seem  to  have 
been  bo  popular,  that  in  1072,  when  seventeen  of  the  twenty-two 
terms  had  eipired,  only  6,340  taels  of  paper  had  been  paid  off, 
and  it  was  decided  to  create  a  new  series  of  kia»-tsm  of  twenty-five 
tenns,  to  the  amount  of  1,250,000  taels,  to  redeem  the  old  series- 
In  1076,  on  pretence  that  the  merchants  made  too  great  profits  at 
tJie  expense  of  the  Government,  the  issue  of  kiao-lteu  was  sos- 
pended  in  Chen-sy.  In  1094,  it  was  observed  that  trade  bad 
drawn  a  large  number  of  kiao-lsm  to  Chen-sy,  and  the  province 
where  tbey  were  isaned  was  in  want  of  them.  To  remedy  this 
a  creation  of  150,000  taels  for  one  term  of  three  yean  vras 
allowed. 

Iq  1102,  issues  of  kiao-teeuvierereBTiTaed  in  Chen-sy.  In  1107 
those  of  8se-tohnen  were  replaced  by  other  obligations,  called 
Igien-yn.  About  this  time  the  abuses  of  paper  money,  which  have 
been  so  frequently  practised  in  modem  times,  began.  The  Tartaia 
were  now  invading  the  country  ;  and  the  Chinese  Emperors  bad 
no  resonrce  except  to  create  immense  issiies  of  kiao-Ueti.  A  new 
series  were  created,  payable  e^ery  year,  of  which  one  of  the  new 
was  equal  to  four  of  Uie  old.  The  iiao-tseu  were  replaced  by 
Uim-yn  of  forty-three  terms,  payable  every  year.  In  all  com- 
mercial payments  above  10,000  Uieii  one-half  was  ordered  to  be 
paid  in  teien-yn,  and  one-half  in  copper.  These  orders  created 
great  discontent  among  the  people.  Each  t^Kn-yn  of  1,000  Mm 
had  follen  to  100.  In  1107-1121  the  banks  for  the  issoe  of 
tskn-yn  were  reUeved  from  the  necessity  of  cash  payments,  and 
the  issues  were  enormously  increased.  The  mm  of  1,000  Usien 
had  now  fallen  to  10  tsim.    Shortly  after  this  they  were  sup- 
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jfKaeei.  Tbej  never  drcniated  io  Fo-kien,  Kiang-tche,  or 
Hon-Eonang ;  bnt  chiefly  in  King-tong-et,  Hoai-nan,  and  Cai- 
foDg-fo,  where  the  Court  was,  and. the  northern  provincea,  where 
there  was  alwajB  a  scarcity  of  money  to  carry  on  the  war. 

In  1131,  sha  the  Tartars  had  conquered  the  northern  pro- 
vinces, the  n>oaey  was  in  the  greatest  disorder.  To  pay  the 
(zTwps  new  Hlls,  called  kouatt~taeu,  were  created,  which  were 
payable  in  the  interior.  Bnt  when  the  time  for  payment  came, 
the  Oovemment  oonld  only  pay  one-third  part  of  their  valne, 
wd  BO  they  fell  to  a  heavy  dlBooont.  In  1183  new  iasnee  were 
made. 

In  1158,  under  the  same  Emperor,  the  copper  vesBels  of 
private  peiBons  and  of  the  religions  sects  were  confiscated.  In 
1160  the  officers  of  State  were  not  allowed  to  have  more  than 
20,000  min  or  150,000  francs  in  money,  and  private  persons  half 
•B  mnch.  All  gold  and  silver  was  ordered  to  be  broi^ht  to  the 
Treasnry ;  and  in  exchange  bills  f<a  tea,  salt,  and  other  tilings 
were  given.  In  1)&9,  new  State  bonds,  called  kouan-tteu  and 
konff-km  were  created,  the  former  for  three  years,  and  the  latter 
for  two.  The  provinces  of  Hoai-sy  and  Hon-konang  received 
800,000  taels,  or  6  million  fttmce,  of  the  former ;  Hai-tong 
received  400,000  taels  of  the  latter.  They  were  divided  in  notes 
eqnal  to  750  and  7,500  tVancs. 

In  1160  new  bOls,  named  hoei-ltm,  were  issued  on  bullion  in  the 
Treasury  ;  and  the  Government  declared  that  they  would  only  use 
them  in  Uie  pnrdiase  of  the  annual  aopplies  of  salt  and  other 
necessaries,  and  not  fin-  State  expenses.  In  1162  death  was 
denounced  against  forgers  of  these  bills.  Each  bill  was  for  1,000 
[Heces  (or  7'50  francs),  and  was  called  a  too.  Their  drcniation 
was  at  first  limited  to  Liang-tche,  bnt  it  was  soon  extended  to 
Tcbe-kiiuig,  Hon-kouang,  and  Pe-king-sy.  The  Oovemment  paid 
half  in  specie,  and  half  in  hoei-lmt,  and  ordered  the  same  in 
private  payments.  In  1163,  the  new  Emperor  Hiao-tsong  created 
hoei-Ueu  of  500,  SOO,  and  200  pieces  (or  3-50,  260  and  1-50 
francs).  Ko  term  of  payment  was  mentioned,  and  so  they 
rapidly  fell  to  a  heavy  discount.  In  1166,  the  Emperor  issued 
1,000,000  ounces  of  silver  to  buy  them  up. 

In  1137,  a  report  stated  that  in  Chu  or  Sae-tchuen,  which  was 
the  parent  of  paper  money,  there  was  a  mass  of  87,800,000  of 
taels  in  circulation,  or  284  millions  of  francs.    In  1160,  it  had 
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increased  to  41,470,000  t-aels,  or  311  miUiouB  of  francs.  Tbe  inm 
specie  amoimted  to  700,000  taels,  or  6,260,000  fnuiDs, 

In  1167,  a  minister  reported  to  the  Emperor  that  from  1160,  to 
tiie  second  month  of  1166,  more  than  28  millions  of  £10  had  been 
issned.  Of  hoei-lteu,  and  daring  that  year,  16,600,000  more  too 
had  been  iasned,  and  it  appeared  that  the  Treasnry  paid  oat  each 
month  from  six  to  seven  handred  thousand  taeia,  or  from  4-5  to 
5*25  million  francs,  for  the  expenses  of  the  State.  On  the  other 
hand,  the  Generals  refused  every  thing  but  specie,  uid  tbe 
Governors  of  the  provinces  refosed  the  State  paper  in  paynaent 
of  taxes.  This  greatly  depreciated  their  valne.  The  paper  tui 
which  they  were  printed  was  so  bad,  that  five  millioas  wanted  to 
be  renewed.  Tbe  Government  said  it  would  iaeno  new  notes  ftt 
the  rate  of  100  Uien  for  every  1,000  taien  of  the  ohl  ones.  This 
new  fraud  greatly  increased  the  pnblic  distrust. 

In  1168,  tbe  exchange  of  the  old  for  the  new  hoei-lseu  began. 
They  had  on  ^b^ance  of  three  years  like  the  kiao-Ueu,  and  each 
series  amounted  to  ten  million  laeU,  or  750  million  francs,  A 
Gonmiission  of  2  per  cent,  was  charged  on  the  exchange.  Bat 
only  the  old  ones  which  had  the  words  kouan  (thonsand)  and  p» 
(hundred)  still  legible,  were  exchanged  at  their  nominal  value. 
The  verificators  had  to  distinguish  the  forged  notes,  and  trace 
them  to  Uieir  first  issnem,  for  which  they  received  a  large  re- 
compense. The  old  ones  were  only  allowed  fbnr  months  to  be 
exchanged,  after  that  they  were  not  to  be  current. 

In  1176,  the  necessity  for  funds  to  carry  on  the  Ein  war  made 
the  Government  resort  to  measures  which  mined  commerce  aod 
public  credit.  The  tax  collect^n^  impnted  the  scarcity  of  money 
to  the  merehanta,  who  were  forbidden  to  export  any.  Every 
merchant  vessel  was  searched  before  leaving  by  a  special  officer, 
who  gave  it  a  passport.  Bat  the  merchants  embarked  their  cpede 
in  little  boats  before  the  visit  of  the  inspector,  who  probably  took 
care  not  to  see  too  mnch.  Severe  penalties  were  denounced  against 
all  who  took  away  money,  but  in  1179,  these  severe  decrees  coold 
not  be  carried  out ;  and  merehants  were  albwed  to  take  with  than 
a  small  quantity  of  specie. 

The  Government  by  several  decrees  in  1176,  put  off  the  pay- 
ment of  the  several  series  of  Aoei-Ueu  till  1197.  In  1195,  Ning- 
teong  declared  that  each  series  of  koei-taeu  should  consist  of  thirty 
millions  of  min,  or  226  million  francs.    In  1200,  it  was  fbond 
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that  the  quanti^  of  bills  called  khuen-yn  in  drculatioQ  was  more 
than  fifty-three  miUions  of  min,  at  three  hundred  and  ninety-fire 
million  firancs;  and  besides  that  there  were  an  almost  equal 
qnantity  of  bills  at  three  terms. 

In  116S,  the  Oovenunent  had  <7eated  a  local  paper  money,  to 
drctdate  in  the  provinces  on  the  Biver  Hoai.  The  hoei-tsm  were 
prohibited  in  these  provinces ;  and  ab  the  tolls  oo  the  river,  tickete 
were  issoed  to  serve  as  an  intermediary  between  the  two  correhcies. 
Cc^^r  money  was  forbidden  in  tJiese  provinces,  and  iron  only  was 
allowed.  The  people  were  bo  discontented  that  the  decrees  had  to 
be  rescinded.  In  1231,  more  than  300,000  mm  of  this  local  paper 
nwney  was  issoed.  The  Qovemment  always  tried  to  emit  the 
greatest  quantity  of  paper  money  in  the  di^cts  ezpoeed  to  the 
attacks  of  the  enemy. 

It  appears  that  since  1160  no  paper  money  had  been  redeemed, 
except  with  fresh  paper,  which  reduced  the  credit  of  the  Govern- 
ment to  a  yei7  low  ebb.  'All  the  state  officials,  dvil  and  military, 
were  paid  in  paper.  The  army  was  in  want  of  necessaries. 
Taxes  were  only  paid  in  paper.  Copper  mon^  was  regarded  as  a 
nrity,  and,  of  coarse,  the  more  the  paper  was  depreciated,  the 
more  the  price  of  food  rose.  Some  feeble  efforts  were  made  to 
improve  the  public  credit  by  coining  copper,  bnt  the  qnantity  was 
very  small,  kdA  it  was  mnch  debased.  In  1210,  the  Qovemmeut 
sent  a  quantity  of  gtdd  and  silver  to  Sse-tchnen,  where  a  new  isane 
(£  thirteen  million  min,  in  bills,  had  greatly  dejveciated  them. 
The  khum-yn  of  1,000  pieces  had  Men  to  400  and  100  pieces. 
The  specie  sent  was  sufficient  to  buy  up  thirteen  million  min  of 
Uhuen-yn,  and  their  valne  rose  to  500  pieces  of  iron  in  Sse- 
tchnen.  Beyond  this  province  the  paper  was  only  worth  170 
pieces. 

For  nearly  a  century,  the  Niu-tdiy,  who  had  conqnered  the 
north  of  China,  had  followed  the  example  of  the  Chinese,  and 
created  a  paper  money  in  their  kingdom  of  Ein,  which  was  called 
kiao-khao.  They  made  the  tribntary  provinces  pay  in  nothing 
bnt  copper,  and  they  paid  themselves  only  in  paper.  This  paper 
was  issued  with  an  ^^oDce  of  seven  years,  when  it  was  promised 
to  be  paid  in  specie.  Bnt,  of  course,  this  could  not  be  done,  and 
the  paper  money  fell  to  a  disconnt. 

^  The  Chinese  historian  saya — "  Paper  should  not  be  made  money; 
it  shoald  only  be  used  as  a  representative  sign  of  metallic  values. 
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or  necessaries,  whidi  ehonld  be  immediately  ezdumged  for  opede, 
and  economise  its  transport.  Such  was  the  original  nse  of  p^er 
among  merchants.  The  Government,  adt^ting  this  inrentHm 
from  priyate  persons,  made  it  into  money;  and  then  aboaed  its 
original  intention."  The  same  irriter  says,  in  another  place,  that 
in  a  connbj  which  had  no  medium  of  exchange,  except  copper 
and  iron,  the  nse  of  paper  aa  a  bill  of  exchange,  or  note  payable 
to  bearer,  was  of  great  nse  in  conmierce.  But  tlie  Chinese 
Oovemment,  whose  rapacity  had  committed  bo  mimy  (raads  on  the 
coinage,  oonld  not  respect  tiua  useful  invention,  when  the  cost  of 
Uie  war  made  a  continual  demand  for  money.  It  only  maintained 
its  engagements  doring  the  period  of  the  first  isane  of  kiao-ttett, 
at  Y-tcbeon;  that  is,  for  about  seventy-five  or  eighty  years. 

The  Kin  Government  was  attacked  by  the  Uongols  and  the 
Chinese,  and  it  resorted  to  the  same  device  of  isaning  paper 
money.  The  depreciated  kiao-tchao  were  replaced  by  pao-kwn, 
Oiortg-pao,  pao-tsuen,  Ichin-Iuj,  which  were  printed  on  silk,  and  by 
pao-hoei.  These  were  all  species  of  inconvertible  paper  money. 
The  last  mentioned  were  from  I  to  4  teleu,  that  is,  from  -7 
to  3  centimes. 

No  more  metallic  currency  was  made  in  China  till  1S7C,  when 
the  Sonng  dynasty  was  overthrown.  The  only  cnrrency  was  the 
depreciated  hoa-tsm.  In  1935,  a  minister  speaks  of  two  ^>eciea 
of  hoei-lseti,  nt  sixteen  and  seventeen  terms,  and  complains  of  tlieir 
daily  increasing  depreciation,  and  the  lise  of  necessaries.  In 
1356,  in  order  to  diminish  their  number,  it  was  ordered  that  the 
wine  dnties  shonld  be  received  in  them,  and  then  they  were  to  be 
bnmt.  In  1265  the  hoei-tneu  were  so  ntterly  depreciated,  that  a 
new  paper  money  was  created,  called  kienr-tskn-houan-Ueti,  There 
was  also  a  species  called  ifn-kouan,  or  silver  notes.  The  Govern- 
ment issued  one  of  these  last  to  redeem  three  koei-tteu  of  eighteen 
termS!  and  received  the  hoei-Ueu  of  seventeen  terms  in  payment 
of  the  grain  it  sold  to  the  people,  and  then  bnmt  them.  This 
was  the  last  eSbrt  of  the  Sonng  dynasty;  and  China  then  fell 
under  the  Mongolians,  greatly  owing  to  the  demoralisation  caused 
by  the  misery  produced  by  the  paper  money. 

Many  of  the  officers  of  ^e  Mongolian  king,  C^^ai  (1227<1248), 
had  ui^ed  him  to  issue  kiao-khao,  in  imitation  of  the  Kin  kings. 
His  minister,  however,  Ye-liu-tchon-tflai,  had  warned  him  of  the 
danger  of  t^iier  money;  and  told  him  that  the  p^Kr  was  rcftised 
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in  payment  of  taiee,  tmd,  in  conaequence,  was  bo  depreciated,  &&t 
a  <»ke  of  rice  cost  11,000  min,  or  75,000  francs.  He  advised  that 
if  the  king  was  determined  to  issne  paper  money,  its  valn&  shonld 
not  exceed  10,000  ting  of  silver,  or  about  750,000  franca.  This 
sage  eonnael,  however,  was  not  observed.  In  1260,  Koblai,  or 
Ghi-(w)w,  tiie  firat  Mongol  Emperor,  who  conquered  all  CMna, 
iesaed  kiao4ehao,  which  were  already  depreciated  one  half.  In  the 
same  year  new  issues  were  made,  csUed  tchong-Umg-yuen-pao-kluK 
of  several  sorts,  besides  some  printed  on  silk,  called  Ichong-iong- 
yn-ho.  Id  1264,  banhs  were  erected  throughout  the  empire  for 
t^e  issue  of  these  notes.  In  1276,  new  not«fl,  called  li-khao, 
being  little  more  than  a  centime  or  two.  In  1279,  these  issues 
were  stopped,  but  the  old  ones  continned  in  circulation,  though  at 
a  constantly  increasing  depreciation.  In  1288,  new  issnes  were 
made,  in  which  one  new  note  was  given  for  five  of  the  same 
nominal  value  of  the  old.  Thus  the  Government  defrauded  its 
creditors  of  eighty  per  cent,  of  their  debts. 

It  was  at  this  period  that  the  celebrated  Tenetian  traveller, 
Marco  Polo,  visited  China;  and  discovered  the  existence  of  this 
paper  money.  In  6.  II.,  c  18,  he  gives  an  account  of  ite  manu- 
facture. He  says  that  it  was  made  in  Kanbalu.  The  inner  rind 
of  the  mulberry  tree  was  steeped  and  pounded  in  a  mortar,  and 
then  made  into  paper,  resembling  that  made  from  cotton,  but 
quite  black.  It  was  then  cot  into  pieces  nearly  square,  font  of 
different  sizes.  The  smallest  were  of  the  value  of  a  Denier 
toumois;  the  next  for  a  Venetian  groat;  others  for  two,  five,  and 
ten  groats;  others  for  one  to  ten  gold  besante.  Several  officers 
had  to  subscribe  their  names,  and  place  their  seals  ou  each  note, 
which  was  then  stamped  with  the  royal  seal  dipped  in  vermilUon. 
Counterfeiting  was  a  capital  offence.  It  had  then  a  forced 
currency,  and  no  one  dare  refuse  it  on  pain  of  death.  Caravans 
of  merchants  arrived  with  ttieir  goods,  which  they  laid  before  the 
king,  who  selected  what  he  pleased,  and  paid  them  in  this  money. 
When  any  one  wished  to  exchange  old  money  for  new,  it  was  done 
at  the  Mint,  at  a  charge  of  three  per  cent.  If  any  one  also 
wtmted  gold  or  silver  for  mauufactDre,  they  conld  obtain  bullion  at 
the  Mint  in  exchange  for  the  paper.  He  also  mentions  many 
cities  where  he  observed  this  money. 

In  1809,  the  Eniiwror  Won-tfiong,  seeing  the  paper  ronch 
depredated,  issued  a  third  si>ecies,  called  khi-la-yn-tefm;  which, 
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ia  &ct,  replaced  the  oKI  at  a  depreciation  of  eight;  per  cent, 
Althongh  some  coinages  of  metal  were  Jasned,  this  paper  was  the 
only  money  recognised  by  the  Qovernment  till  the  end  of  tlie 
Mongol  dynasty.  From  1841-1367,  new  issnes  were  made  whidi 
were  to  replace  the  old  ones,  and  were  called  kiao-khao  of  the 
period  tchi-tmg,  as  if  the  new  ones  were  better  than  the  old.  Bat 
no  one  wonld  take  them.  Dnring  this  period,  inBurrections  broke 
out  ID  every  qnarter,  which  the  anthor  of  the  work  Ttaihmou, 
which  is  a  continnatioa  of  Matonan-lin,  attribntes  to  the  general 
discontent  cansed  by  the  abuse  of  paper  money  by  the  Mongols. 
Bat  he  does  jnstioe  to  the  proper  use  tS  paper.  He  recalls  the 
exoeUent  effects  which  tbe  creation  of  the  Uaa-ttm  by  Tchaog- 
yang  had  preriooBl;  had  in  Bse-tdinen.  "  Then,"  says  he,  *'  it 
was  ordered  that  at  the  offices  of  the  rich  merchants  who  manned 
(he  enterprise,  weeh  the  notes  webs  paid  in,  the  konet  cahb 

OUT;  WEEN  THE  BILl£  CAME  OUT,  THE  UONBT  WENT  IN.  ThB 
MONEY  WAB  THE  MOTHER,  THB  NOTE  WAS  THE  SON.  THE  BOH 
AND   THB  HOTHEB   WEBE   BBOIFBOCALLT   EXCHANQBD  FOB   BACH 

OTEEB."  Thus,  we  see,  that  even  the  famons  Cdebbhct 
Pbinciple  wae  invented  in  China  five  hnndred  years  ago  I  This 
is  jnst  the  doctrine  of  some  modem  writers,  that  tiie  sole  duty  of 
a  hank  is  to  exchange  specie  fi>r  paper,  and  paper  for  specie. 

It  was  dnring  this  period  that  the  fomouB  English  traveller,  Sir 
John  Maunderille,  visited  China,  and  he  gives  an  acconnt  of  the 
paper  money  there.  He  says,*  speaking  of  the  Emperor  of 
Cathay,  or  Ohina — "  This  Emperonr  may  dispenden  als  modie  as 
he  wile  with  onten  estymacionn.  For  he  deapendethe  not,  ne 
makethe  no  money,  but  of  lether  emprented,  or  of  papjre.  And 
of  that  money  ia  som  of  gretter  prys,  and  som  of  lease  prys,  aftre 
the  dyversitie  of  his  statutes.  And  whan  that  money  bathe  ronne 
BO  longe,  that  it  begynnethe  to  waste,  than  men  beren  it  to  the 
Emperonre'B  Tresorye,  and  than  thei  taken  newe  money  for  the 
old.  And  that  money  gothe  thotghe  ont  all  the  contree,  and 
thorgho  ont  all  his  provynces.  For  there  and  beyond  hem  the! 
make  no  money  nonther  of  gold  nor  of  eylver.  And  tJierefbre  he 
may  despende  ynow  and  ontrageonsly." 

We  need  not  give  any  more  details  here  of  the  history  of 
inconvertible  paper  money  in  China.  From  II60  to  the  end  of 
the  aixteeuth  century  it  had  a  forced  currency,  and  was  at  one 
■  Traeth,p.  SSg.    Edit  lllS9. 
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time  BO  depredated,  that  500  paper  ounces  were  only  equal  to  1 
silver  ounce.  It  produced  all  the  evils  and  misery  which  its  use 
has  caofled  in  modem  times  in  Europe  and  America.  In  1644  the 
Tartar  dynasty  conquered  China,  and  eeeii^  that  the  fall  of  the 
Ming  dynasty  was  greatly  owii^  to  the  course  of  incouTertiblfl 
paper  money,  they  totally  suppressed  it. 

3.  Several  Banks  in  Europe  have  been  constructed  on  this 
principle,  such  as  those  of  Venice  in  1587,  Amsterdam  in  1609, 
Hamburg  in  1619,  and  others.  We  have  abeady^  explained  the 
cause  of  the  iostitntion  of  these  Banks.  They  were  founded 
solely  for  the  purpose  of  remedying  the  inconvenience  censed  by 
the  circulation  of  foreign  and  depreciated  coins  in  their  respective 
cities,  and  to  Insure  ja  uniform  standard  of  payment.  They 
created  Credit  only  in  exchange  for  specie  and  bullion  deposited 
with  them;  and  they  professed  to  keep  it  all  in  their  vaults.  The 
Credit  was  either  in  the  form  of  entries  in  their  books,  or  notes; 
but  it  is  manifest  that  it  was  of  no  consequence  which  form 
it  was  in.  These  Banks  were  the  exact  realisation  of  the  ideas 
of  the  Chinese  writer:  when  the  money  went  in,  the  Credit  came 
out;  when  the  money  came  out,  the  Credit  went  in. 

These  Banks  never  did  any  discount  business ;  and  if  they  had 
done  BO  it  would  have  been  a  violation  of  the  "  Currency  Principle," 
because  if  the  Credit  created  in  exchange  for  specie  hod  remained 
in  circulation;  and  if  they  had  purchased  bills  with  the  specie  iu 
their  possession,  that  would  maidfestly  have  increased  the  quantity 
of  currency  in  circulation  by  exactly  the  amount  of  the  specie. 
Just  as  Smith  observes  that  if  paper  be  substituted  for  gold, 
that  gold  is  like  a  new  fund  cre^«d  for  canying  on  a  new 
trade.* 

We  may  here  observe  that  Colonel  Torrens  is  entirely  mistaken 
when  he  asserts  that  Smith  calls  money  and  bank  notes  only, 
cnrreocy,  excluding  bank  credits.  For  Smith,  speaking  of  the 
Bank  of  Amsterdam,  says' — ^"For  the  value  which  remained, 
after  this  small  deduction  was  made,  it  gave  a  Credit  in  its  books. 
This  Credit  was  called  Bank  Money."  And  the  Credit  la  the 
books  of  these  Banks  was  expressly  called  Bank  Money:  which 
flhews  that  a  Bank  Credit  is  precisely  the  same  thing  as  a  Bank 
Note. 

Tol.  /„  «A.  T.  I SS.      >  WMiA  t^Satimu,  B.  II.,  cA.  S.      *  Ibid,  B.  IV.,  <*.  8. 


tzsd  by  Google 


446  PBISCIPLBS  OF  ECOTOMIOS.  Chi*.  XVm. 

Now  the  principle  of  these  Banks  is  perfectly  clear  and 
inteUigible:  and  the  school  of  which  Lord  Overatone,  Cohmd 
Tomns,  and  Mr.  liorman  are  the  most  emiBent  memben, 
maintamed  that  this  is  the  tme  principle  of  a  paper  cnrreDcj,  and 
that  all  Notes  abated  iq  eicesa  of  the  speixe  they  di^lace  are 
a  depredation  of  the  cnrreDcj'.  So  also  Uill  s^e' — ^"The  snb- 
Etitntion  of  paper  for  metallic  cnireni?  is  a  national  gain;  any 
fbrther  iEcrease  of  paper  beyond  this  is  bnt  a  form  of  robbery." 

4.  Bnt  no  banlra  of  this  description  ever  existed  in  England. 
When  the  goldsmiths  commenced  the  business  of  banking,  they 
received  money  on  depoeit,  for  which  they  gave  interest;  and  they 
made  their  profits  by  multiplying  their  promises  to  pay  sereial 
times  beyond  the  amoant  of  specie  they  held:  and,  therefore, 
they  violated  the  "  Cnirency  Principle"  every  time  they  dieoonnted 
abilL 

So  also  the  Bank  of  Scotland  received  no  deposits  from  the 
pnblic  at  first:  it  was  tbnnded  by  its  shareholders  paying  in 
£10,000  in  money;  and  npon  the  basis  of  specie  it  was  ea^y  able 
to  maintain  £50,000  of  its  notes  in  circulation.  Now  this  was 
most  clearly  a  violation  of  the  "Currency  Principle."  These 
notes  as  well  as  those  of  the  English  goldsmiths  were  clearly  an 
imreaae  of  the  cnrrency;  they  were  not  merely  in  snbetitntion  for 
existing  specie,  but  they  were  a  creation  of  notes  where  no  specie 
existed  at  all;  and,  consequently,  according  to  the  doctrine  of 
those  who  hold  the  Currency  Principle,  they  were  a  dejawiatioD 
of  the  Cnrrencyj  and,  accordit^  to  Mill,  they  were  robbeij  1 
And,  according  to  Mill,  the  whole  of  the  Scotch  system  of  banking 
is  robbery:  for  when  the  banks  estabhshed  their, branches  in  the 
conntry  Ix)  promote  agriculture  and  other  works,  they  created  and 
issued  notes  where  no  specie  existed.  But  the  Scottish  people, 
who  see  the  whole  of  their  agricnltore  and  commerce  carried 
on  by  means  of  this  system,  will  smile  at  such  extravagant 
notions. 

5.  In  fact,  both  the  Currency  Principle  and  Law's  tJieoiy  of 
money,  although  their  effects  are  so  different,  are  based  on  Hie 
same  fundamental  fallacy,  namely,  that  pi^ter  reprtienU  money  w 
oommodttiea.    Those  who  mninUiiu  the  Cnrrency  Principle  con- 

■  PriitoifUt  of  iWfteoJ  Siaumt,  B.  III.,  ek.  13,  (  6. 
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nder  Bank  Kotee  to  reaemhle  Bills  of  Lading  or  Dock  Wamnte, 
which  merely  represent  oertain  specific  goods,  and  wish  to  re- 
strain the  amount  of  Bank  Notes  to  the  actual  amonnt  of  spe^ae, 
in  the  same  way  that  Billa  of  Lading  and  Dock  Warrants  are 
limited  to  the  actual  amount  of  the  goods.  Law  wished  to  extend 
p^>6T  to  represent  all  oonunodities  and  land,  as  well  as  specie. 
But  these  ideas,  as  we  have  shewn,  are  entirely  erroneous.  For 
the  quantity  of  Credit  which  may  be  generated  does  not  represent 
aimply  the  quantity  of  specie,  but  the  quantity  of  specie  combined 
with  its  Telocity  of  circnlation.  Every  fhtore  payment  has  a 
PassBNT  Yaluk;  and  this  Present  Yalne  is  an  Exchangeable 
Commodity  which  may  be  bought  and  sold.  And,  therefore,  the 
quantity  of  Credit  which  may  be  safely  generated  purely  depends 
upon  the  methods  of  extingnishing  it,  which  we  hare  fblly  set 
fcarth  in  a  former  chapter, 

6.  We  have  now  folly  explained  the  Definition  of  Gnrrency 
and  the  Theory  of  Cun'en<7  which  the  framen  of  the  Bank  Act 
(X  1844  adopted,  and  intended  to  carry  into  effect.  We  have  now 
to  examine  how  far  the  Bank  Act  does  really  carry  that  Theory 
into  effect,  and  what  have  been  the  consequences  of  doing  so. 
But  in  order  to  understand  clearly  the  modifications  introduced  by 
that  Act,  we  mnst  explain  the  original  constitiition  of  the  Bank, 
and  also  the  leading  prindplea  upon  which  it  has  been  successively 
managed  at  different  times.  In  fact,  to  understand  the  subject 
thoroi^ly,  we  must  refer  the  reader  to  the  history  of  Banking  in 
England  given  in  our  Theory  and  Practice  of  Banking,  which  is 
&r  too  hu^e  to  incorporate  with  this  Work,  but  which  should  be 
read  in  connection  with  it. 

The  Bank  of  England  was  founded  by  certain  claoBes  in  the 
Act,  Statute  6  William  &  Mary  (1694),  c  SO,  to  provide  mems 
to  carry  on  the  war  against  France.  The  intention  was  to  raise  a 
loan  of  £1,200,000  for  that  purpose.  The  subscribers  were  to  be 
incorporated  as  the  Qovwnor  and  Company  of  the  Bank  of 
Enghind,  with  powers  of  banking.  They  were  authorised  to  issue 
Bank  Notes  (called  in  those  days  Bills  Obligatory,  or  of  Credit) 
to  the  amount  of  their  subscribed  capital,  which  was  advanced  to 
Govemment:  and  these  Notes  might  be  tnAj  transferred  by 
ind<Hwment  eadi  time,  to  those  persona  who  should  volnntarily 
accept  them,  and  all  such  assignees  m^ht  sue  thereon  in  their 


tzsd  by  Google 


448  PBtNCIFLBS  OF  BCONOHICS.  Ceap.  XVHI. 

own  name.  In  case  the  Bank  isBned  Notes  in  exceea  of  llieir 
capital,  the  proprietora  were  to  be  liable  in  their  private  capaeitj. 
The  Bnbflcribers,  in  exchange  for  the  original  £1,200,000  advanced 
to  QoTemment,  leceived  etocfc  bearing  an  interest  of  8  per  cent.: 
(tt  an  annuity  of  £100,000. 

Now  we  at  onoe  obeerre  the  esaenlia]  diatinctioa  between  the 
Banks  of  Venice,  AmBterdam,  and  Hamburg,  and  the  Buik  of 
England.  The  former  banks  were  examples  of  Ae  Cusbbkct 
pRiNOiPLE.  The  bullion  paid  into  them  was  kept,  or  was 
professed  to  be  so,  in  their  vaults;  and  so  long  as  it  was  so,  tlie 
Credit  created  by  liiem  was  exactly  equal  to  the  bullion  paid  in. 
Their  AmctioD  was  solely  to  grati^  the  sigh  of  the  Chinese 
writer  to  exchange  Credit  for  Bullion,  and  Bnllion  for  Credit. 
Hence  these  banks  created  no  auffmentaUm  of  the  Currency. 

But  the  case  of  the  Bank  of  England  was  dearly  wludlj 
different.  The  Bank  paid  over  to  Government  the  whole  of  the 
money  Bubscribed  as  capital,  which  they  pat  into  circulation  for 
the  expenses  of  the  war.  Bat  the  Bank  was  aUo  permitted  to 
create  £1,200,000  in  Bank  Notes,  and  pat  bhem  into  circulation 
by  difloounting  bills,  or  otherwise.  Thus  the  Bank  had  not  only 
ec^d  its  cash  to  Qovemmeut,  but  it  was  also  allowed  to  have 
it  as  well  in  the  form  of  Notes  to  trade  with,  and  make  a 
profit. 

Now  can  mty  one  ful  to  see  that  this  proceeding  auffmented  the 
Currency  by  the  amount  of  £1,200,000,  and  that  the  Bank  made 
a  doubh  profit;  first  the  interest  on  the  money  advanced  to 
Government,  for  which  they  received  stock  in  exchange  bearing  8 
per  cent,  interest;  and  ucondbf,  the  conmierdal  profits  made  by 
trading  with  the  notes  ? 

Therefore,  so  &r  as  this  went,  this  was  clearly  an  example  of 
Lawihu. 

7.  Id  1697  the  Bank  was  authorised  to  increase  its  capital  by 
npwards  of  a  million.  Of  this  earn,  above  £800,000  was  received 
in  Exchequer  tallies,  then  at  a  discount  of  50  per  cenL,  and 
£200,000  in  its  own  notes,  then  at  a  discount  of  20  per  oenL 
Both  the  tallies  and  the  Bank  Notes  were  counted  as  specie  at 
their  fall  ncnmnal  value;  and,  npon  this  augmented  capital  of 
tallies  and  notes,  they  were  permitted  to  «rM(/#  an  eqnol  amount  <rf 
new  notes  to  trade  with  t 
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Idtw  oatf  ptopoaed  to  iesne  paper  money  baaed  upon  the  aecmity 
of  knd,  or  some  other  solid  article  of  value.  But  the  Bank  «f 
England  wae  permitted  to  create  Paper  Gorrency  baaed  upon  the 
flecnritj  of  its  own  depreciated  Credit ! 

In  1709  the  Bank  was  allowed  to  double  its  capital,  and  to  crMi* 
an  ecpial  amount  of  notes  to  trade  with. 

Now,  is  it  not  as  dear  as  tbe  son  at  noon  day,  that  each  of  these 
iwnea  of  Notes  was  ao  much  increase  of  Cnrreiicy,  and  an  example 
of  LA#iaic  ? 

6.  Now,  if  the  same  principle  had  been  carried  oot  to  the 
present  time,  ie  it  not  clear  that  all  the  public  funds  would  have 
been  Bank  stock,  and  that  the  Bank  Notes  would  have  equalled 
t^  amount  of  the  National  Debt,  or  about  £800,000,000?  Some 
penons  even  now  seem  to  think  that  this  is  a  good  principle. 
They  seem  to  think,  that  if  they  cany  stock  to  the  Bank,  Oiey 
have  a  right  to  have  it  coined  into  notes  to  any  amount.  It  is 
clear  that  this  priueiple  conld  never  be  carried  out  to  its  fiill 
eitont.  For,  if  it  were  true.  Government  might  go  on  creating 
public  debt  ad  infinitum,  and  then  the  Bank  would  create  an  equ^ 
amount  of  notes.  If  this  principle  be  true,  what  would  be  the  use 
of  going  to  California  aud  Australia  for  gold?  Is  not  this  principle 
more  mad  than  any  thing  Law  ever  wrote?  Law's  ieenes  of  paper 
were  limbed  by  the  value  of  the  laud,  bnt  this  pUm  has  positively 
no  limits  whatsoever. 

9.  Up  to  1711  the  isBues  of  the  Bank  were  strictly  limited  to 
the  amount  of  their  capital;  and  it  was  declared  that,  if  the 
Directors  exceeded  that  limit  they  should  be  liable  in  their 
personal  capacity.  Afterwards  they  were  released  from  this 
limitation,  and  they  were  allowed  to  issue  notes  to  any  extent 
they  pleased,  provided  always  that  they  were  payable  in  specie  on 
demand. 

And  so  the  Bank  went  on  till  1797,  when  it  stopped  payment, 
and  committees  were  appointed  by  Parliament  to  inveetigate  its 
afikirs,  who  reported  it  to  be  in  the  most  solid  and  flourishing 
condition;  and  that  they  had  a  surplus  of  assets  above  liabilities 
of  nearly  four  millions,  besides  the  Government  debt  amounting 
to  £11,686,800. 

The  reason  of  this  was  plain.    The  notes  it  had  leaned  were 
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given  in  exchange  for  mercandle  aecnrities,  and,  therefore,  the 
Bank  had  as  eecnritf  for  the  payment  of  its  Notee,  MA  the 
commercial  hills  and  also  the  OoTemment  debt. 

Thifl,  no  doaht,  amply  secnred  the  BolTcncy  of  the  Baul^ 
and  the  payment  of  its  Notes;  bnt  it  played  utter  havoc  vHh  the 

GUBREHOT  PbIHOIFLB, 

10.  In  1696  the  Bank  was  o1:^iged  to  anspend  payments  in 
cash,  in  conaeqnence  of  the  great  monetary  disorder  caused  by  the 
bad  state  of  the  coinage.  Its  notes  soon  fell  to  a  considerable 
discount;  the  lowest  being  24  per  cent,  in  February,  1697.  AAer 
that  they  gradually  rose  till  they  attained  par  in  October,  1697. 
During  all  this  time  nobody  ever  thought  of  saying  anything  else 
than  that  the  notes  were  at  a  disconnt.  No  one  thought  of 
saying  that  the  notes  were  the  standard,  and  that  gold  had  risen. 
We  have  given  a  table  elsewhere^  shewing  the  difibrenoe 
in  the  Rates  of  Exchange  as  paid  in  coin  or  Bank  Notes. 

Soon  after  the  suspension  of  cash  payments  in  1797,  the  price 
of  gold  began  to  rise.  It  was  £S  17a.  6d.  in  May,  and  £4  in 
December,  at  which  price  it  contiuned  tall  September,  1799.  In 
June,  1800,  it  rose  to  £i  6b.,  and  in  December  to  £4  6s.,  and 
the  exchange  on  Hambnrg,  which  had  been  considerably  above  par 
for  several  years,  fell  to  29-8!  being  upwards  of  14  per  cent, 
agaiuat  England. 

This  state  of  matters  gave  rise  to  several  pnblicationB,  and 
Lord  King  published  a  pamphlet  to  demonstrate  that  it  was 
dne  to  the  depreciation  of  the  Paper  Currency;  tad  maintained 
that  the  value  of  the  Paper  was  to  be  estimated  hj  the  market 
price  of  bullion,  and  the  state  of  the  foreign  exchanges. 

In  1804  a  great  derangement  took  place  in  the  Irish  Currency. 
The  Bank  of  Ireland  had  been  compelled  by  law  to  suspend 
payments  in  cash  at  the  same  time  as  the  -Bank  of  Englaod; 
although  there  was  no  necessity  for  it,  as  the  Exchangee  were 
fevonrable  to  Ireland,  as  they  always.are,  ftom  the  course  of  trade 
between  England  and  Ireland.  Believed  from  the  necessilj  t^ 
paying  in  cash,  the  Bank  of  Ireland  extended  its  isBues  enor- 
mously. In  1801  they  were  fivefold  what  they  were  in  1797.  In 
consequence  of  this,  Irish  Bank  Notes  fell  to  a  heavy  disooont. 
Quineas  were  commonly  sold  at  a  premium  of  2b.  4d.  or  2a.  Gd. 
■  Ttuorg  and  Praotitt iif  Banhng,  Vol.I.,p.MS. 
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wben  paid  fi>r  in  paper.  The  exchange  fell  to  20  per  cent, 
t^nst  Dnblin,  WbUe  at  Bel&st,  where  Irish  Bank  Kotes  did 
not  ciTcnlate,  but  the  exchanges  were  calculated  in  specie,  the 
exchange  was  in  laTonr  of  Belftst,  as  it  had  been  all  along.  A 
Committee  of  the  Honee  of  Commons  was  appointed  to  investigate 
the  snbject,  and  the;  expreaalj  attribnted  the  depressed  state  of 
the  exchange  with  Dabhn  to  the  excessive  issnes  of  the  Bank  of 
Ireland,  and  declared  that  it  was  their  duty  to  limit  their  issnes 
during  an  nnfavonrable  exchange,  jnst  in  the  same  manner  as  the; 
had  been  accnatomed  to  do  before  the  Restriction  Act.  This  was 
the  first  declaration  hj  a  Pariiamentaiy  Committee  that  the 
issnes  of  notes  should  be  regulated  by  the  state  of  the  Ex- 
changes.' 

A  few  yean  afterwards  the  same  phenomena  manifested  them- 
selves in  England.  Id  February,  1809,  the  price  of  gold  rose  to 
£4  108.,  aai  the  exchange  with  Hamburg  fell  to  31*,  and 
continued  to  fell  till  January,  1810,  when  it  was  as  low  as  28*6. 
This  state  of  matters  caused  such  a  derangement  of  commerce 
that  the  BoUion  Commiitee  was  appointed,  and  came  to  predsely 
the  same  conclusioa  as  the  Irish  Committee  of  1804,  that  these 
effects  were  produced  by  the  excessive  issues  of  Bank  Notes, 
Tbesy  Bud  that  the  true  value  of  the  paper  was  to  be  estimated  1^ 
the  Mu'ket  or  Paper  price  of  gold,  and  the  state  of  the  foreign 
exchanges.  In  former  times  a  high  price  of  bullion  and  an 
ndverse  stete  of  the  exchanges,  had  compelled  the  Directors  to 
reduce  their  issues  to  counteract  the  drain  of  gnineas,  and  to 
preserve  their  own  safety.  Since  the  restriction  they  had  not 
fi)llowed  the  same  principles,  as  they  did  not  feel  the  inconvenience. 
Nevertheless,  they  ought  to  observe  the  same  rules  as  befbre  the 
restriction,  and  to  continue  to  regulate  tiieir  issues  by  the  market 
price  of  bullion,  and  the  state  of  the  foreign  exchanges. 

Some  propoeals  had  been  made  of  remedying  the  evil  by  a 
compulsory  limitation  of  the  Bank's  power  of  issuing  Notes. 
But  the  Committee  entirely  discountenanced  Ute  plan  of  imposing 
a  nomerical  limit  on  the  Bank's  issues,  becanse  the  necessary 
quantity  could  never  be  fixed;  and  such  a  course  might  veiy  much 
aggravate  the  severity  of  a  temporary  pressure. 

A  very  important  distinction,  however,  was  to  be  observed 

between  a  demand  for  gold  for  domestic  pnrposes,  sometimes  great 

1  Tieoty  owl  Praetitt  qf  BanUng,  OSap.  nil.,  1 11— S3. 
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and  sadden,  and  caused  trf  a  temporarj  &iinre  of  oonfidenoe,  and 
a  drain  arisiog  firom  l^e  nn&Tourable  state  of  the  for^gn 
exchangee ;  that  a  judictout  mereaae  of  accommedation  mu  tAe 
proper  remedy  for  the  former  phenemmions  but  a  dminution  of  its 
is8W»,  the  correct  courte  to  adopt  in  the  latter. 

The  Beport  en^>haticall7  dedared  that  the  mere  nnmerical 
amount  of  notes  in  drcnlatJon,  at  an;  time,  was  no  criterion 
whatever  of  their  being  excessive;  the  only  sore  criterion  vas  to 
be  foond  in  the  Price  of  Gold  Bullion  and  the  stotfl  of  the 


Mr.  Thornton,  in  the  debate  on  the  Bnllion  Beport  in  1811, 
adduced  a  striking'  instance  to  shew  the  effect  of  reducing  (lie 
iasuea  of  Bank  Notes  on  the  Exchanges.  In  1805  the  French 
Government  had  occasion  for  a  loan,  and  applied  to  the  merchants 
for  it,  as  such  a  transaction  was  contrary  to  the  rules  of  the  Bank. 
The  merchants  proceeded  to  fabricate  bills  among  themselves, 
which  they  dlscoDnted  at  the  Bank,  which  thns  became  the  real 
lender.  There  was,  in  consequence,  a  very  large  increase  of  Bank 
paper,  and  a  great  demand  for  specie,  and  after  sustaining  great 
losses  in  buying  up  specie,  the  Bank  at  last  was  obliged  to  atop 
payment.  Bank  Notes  fell  to  a  disconnt  of  10  or  12  per  cent.; 
and  the  Exchanges  fell  10  per  cent.  But  the  Bank  rednoed  its 
issues;  and  in  three  months  the  Exchanges  were  rectified,  and  the 
Bank  resumed  cash  payments. 

The  doctrines  of  the  Bullion  R^rt  were,  however,  entirely 
rejected  by  ParUament;  and  while  it  was  openly  proved  that  light 
guineas  were  selling  at  37s.,  the  House  of  Commons  voted,  by  a 
large  majority,  that  in  public  estimation  guineas  and  Bank  Notes 
were  equal:  that  is,  that  twenty-one  was  equal  to  twenty-seven. 
This  is  probably  the  most  extraordinary  vote  of  any  Assembly  in 
the  world,  and  can  never  be  allnded  to  without  fbelings  of  the 
greatest  shame!  but  such  ie  the  force  of  party  spirit  that  among 
the  names  of  the  majority  was  Robebt  Peel. 

However,  the  Bank  being  freed  fh>m  all  restraint  by  this  vote, 
increased  its  issues,  which  became  still  more  depredated,  until  in 
August,  1818,  the  Price  of  Gold  BoUion  rose  to  £.b  10s.,  and  the 
real  valoe  of  the  Bank  Note  was  14s.  2d.  After,  however,  the 
fiist  abdication  of  Napoleon,  the  price  of  gold  fell  to  abont 
£4  16s.,  making  the  value  of  the  Note  18s.  Id.  Bnt  during  the 
hundred  days,  the  price  of  gold  rose  to  £5  7b.,  and  ^e  Note  fbll 
to  14b.  5d. 
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After  Napoteon'B  final  overthrow  at  Waterioo,  the  price  of  gold 
rapidly  feU,  and  the  Toloe  of  the  Note  rose.  In  the  beginning  of 
Jantuir;,  1816,  the  price  of  gold  waa  £4  28.,  and  the  value  of  the 
Note,  19s.  0-3.  When  the  Bank  was  relieved  flrom  all  fear  of 
haTing  to  resume  cash  payments,  coontry  banks  multiplied  greatly. 
In  leil  there  were  728;  in  1813  they  had  risen  to  940,  and  the 
amonnt  of  their  iaenes  was  Bnpposed,  on  the  most  moderate  calca- 
Ution,  to  be  £25,000,000. 

A  long  seriea  of  bad  barveeta,  and  the  depression  of  the  paper 
cmrency,  had  raised  the  price  of  com  to  an  extraTagant  height. 
In  Ai^nst,  1812,  wheat  stood  at  IfiSe.  the  qnarter.  A  fatal  idea 
became  prevalent  that  snch  a  price  wotUd  be  permanent.  Immense 
specolationB  began  in  land  jobbing;  vast  tracts  of  waste  and  fen 
lands  were  reclaimed.  It  was  at  this  time  that  the  great 
agricultural  improvements  in  Lincolnshire  were  effected.  Rente 
rose  to  treble  what  they  were  in  1793:  all  the  new  agricultural 
eng^ements  entered  into  at  that  period  were  framed  on.  the  basis 
of  fheae  extravagant  prices;  landlords  and  tenants  increased  their 
expenditure  in  a  similar  ratio,  and  &mily  settlements  were  calcu- 
lated on  the  same  scale. 

After  the  disasters  of  Napoleon  in  Russia  and  Leipeic,  the  ports 
of  Russia  and  Northern  Germany  were  thrown  open  to  Britislt 
conunerce;  and  this  naturally  gave  rise  to  enormoDS  speculative 
exports  and  over-trading.  These  were  at  their  height  in  the 
^nring  of  1814:  and  the  prices  of  commodities  rose  to  an 
nnosoal  height  Every  branch  of  industry  was  affected  by  these 
causes.  Bat  the  natural  consequence  of  snch  inflation  soon 
followed.  The  harvest  of  1813  was  very  abundant,  and  in  July, 
1814,  wheat  had  &llen  to  68s.  a  quarter.  A  violent  revulsion  and 
general  depreeaioa  of  prioes  of  M  sorts  of  property  then  began, 
whidi  entailed  nniveisal  loeses  and  failnres  among  the  agricnltural, 
commercial,  manuiacturing,  mining,  shipping,  and  bailding 
interests.  The  disasters  conmienced  in  the  autmnn  of  1814, 
conMnoed  with  increeBlng  severity  during  1815,  and  reached 
didr  height  in  1816-17.  During  these  years  89  country  bankers 
became  bankrupt,  and,  according  to  usual  calculation,  about  four 
timea  as  many  ceased  operations:  and  the  redaction  of  the  issues 
of  country  paper  was  such,  that  in  1816  its  amonnt  was  little  more 
than  half  what  it  had  been  in  1814. 

This  general   discredit  of   country  Bank  paper,  resembling 
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what  had  previously  occurred  io  17$S  and  1797,  caused  a  demand 
for  additional  isBnes  from  the  Bank  of  England,  to  help  to  main- 
tain public  credit;  and,  though  this  cansed  sn  extension  of  the 
Bank  p^>er  by  npwards  of  three  millions,  so  great  was  the 
abetraction  of  country  Bank  paper  from  circulation  (to  certainly 
three  timea  the  amonnt  of  the  Bank  of  England  issues),  that 
the  ralne  of  the  whole  currency  rapidly  rose,  so  that,  while  in 
May,  1815,  the  market  or  paper  price  of  gold  was  £5  6s.,  (he 
ezi^ango  in  Hambni^  28*2,  and  that  on  Paris  19-3  iu  October, 
1816,  the  paper  price  of  gold  had  rapidly  Mien  to  £3  18s.  6d., 
the  exchange  with  Hambnrg  was  38',  and  that  on  Paris  26*10, 
and  tbey  remained  wiUi  little  variation  at  these  prices  till 
Jnly,  1817. 

Hence,  at  length,  was  manifested  the  most  complete  triumph 
of  the  principles  of  tlie  Bullion  Report.  The  great  plethora  of 
this  worthless  quantity  of  pi^r  cnrrenuy  being  remOTed,  the  value 
of  the  whole  currency  was  raised  almost  to  par;  so  near,  iu  fact, 
that  the  smallest  care  and  attention  would  have  brought  it  qnit« 
to  par;  and  if  means  could  have  been  taken  to  prevent  the  growth 
of  the  rank  luxuriance  of  country  Bank  Notes,  cash  payments 
wonld  have  been  resumed  at  this  period  with  the  utmost  possible 
faciUty,  and,  as  a  matter  of  course,  without  exciting  the  least 
conunent. 

11.  On  several  previous  occamous,  the  Bank  had  intimated 
to  the  Oovemmeut  their  perfect  readiness  and  ability  to  resume 
payments  jn  cash,  but  had  always  been  prevented  from  doing 
so  for  political  reasons.  In  1815,  wheu  peace  was  finally 
restored,  they  prepared  in  good  faith  to  bo  ready  to  do  so  as 
soon  aa  they  should  be  required,  and,  duni^  that  year  and 
1816,  they  occumnlated  so  much  treasure  that,  in  November, 
1816,  they  gave  notice  of  their  intention  to  pay  all  their  notes 
dated  previously  to  the  let  Jannary,  1812,  and  in  April,  1817, 
all  their  notes  dated  before  Ist  January,  1816.  When  this 
was  done,  there  was  ibund  h>  be  scarcely  any  demand  on  them 
Sm  gold.  The  nation  had  got  so  accustomed  to  a  paper  currency, 
that  they  were  most  unwilling  to  receive  gold  for  it.  Mr.  Stnckey, 
one  of  the  largest  bankera  iu  the  West  of  England,  said 
that  during  this  partial  resumption  of  cash  payments  it  coat 
him  nearly  £100  to  remit  the  surplus  coin  whidi  accomnlated 
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npon  him  to  London,  as  he  could  not  get  rid  of  it  in  the 
connby,  hiB  ctutomere  all  preferring  his  notes;  many  persona 
who  had  hoarded  gnineas,  reqoeeted  aa  a  favour  to  have  notes 
in  ezdtange. 

13.  The  partial  renimption  of  cash  pajmeuta  was  attended 
with  perfect  snoceflB;  it  caused  no  ver;  great  demand  for  gold 
which  continned  to  accnmukte  in  the  Bank  till  October,  mi  7, 
when  it  reached  its  maximum,  being  £11,911,000.  In  that 
DKinth  the  Bank  gave  notice  that  it  woald  pay  off  in  cash  all  the 
notes  dated  bef(H«  Ist  Juiuary,  1817,  or  renew  them  at  the  option 
of  the  holders.  In  the  oonree  of  181?  a  very  lai^  tunount  of 
foreign  h>ans  were  contracted  for;  FmsBia,  Austria,  and  otlier 
continental  States  of  lesser  importance,  were  endeavouring  to 
replace  their  depreciated  paper  hj  a  metallic  currency;  and  as 
money  was  very  abundant  in  England,  a  very  large  portion  of 
these  loons  were  taken  up  here.  The  effect  of  this  began  to 
miuiifest  itself  in  April,  1817,  when  ^e  exchange  with  Ilamburg 
and  Paris  began  to  give  way,  and  the  market  price  of  gold  to 
rise.  The  Bank  took  no  proper  steps  to  reduce  tbeir  iaanes,  and 
the  ounsequence  was  that  these  phenomena  increased, during 
1818,  and  in  January,  1819,  the  price  of  gold  was  £4  Sb.,  the 
exchange  on  Hamburg  S3'8,  and  that  on  Paris  23-50.  Id  July, 
1817,  the  new  gold  coinage  b^an  to  be  issued  from  the  Mint  in 
large  quantities.  The  consequence  was  ^at  a  steady  demand  for 
gold  set  in  npon  the  Bank;  and  in  pnisuance  of  its  notices,  the 
Hom  of  £6,756,000  was  drawn  out  of  it  in  gold.  Just  at  this  time 
the  British  Goremment  redooed  the  rate  of  interest  npon 
Exchequer  bilk.  The  mach  higher  rate  of  interest  offered  by 
omtinental  Governments  caused  a  great  demand  for  gold  for 
ezportatioa,  and  during  1618  a  very  decided  drain  went  on.  The 
Bank  directors,  however,  determined  to  set  all  the  principles  of 
the  BoUion  £eport  ostentatiously  at  defiance.  While  this  great 
Anin  was  going  on,  they  increased  their  advances  to  Govemmeat 
from  £20,000,000  to  £28,000,000  j  and  though  they  knew  per- 
fectly well  that  the  demand  for  gold  was  for  exportation,  they 
bx^  no  measures  whatever  to  reduce  their  issues  for  the  purpose 
of  diecking  the  export  At  the  same  time  the  country  bank  notes 
were  two-thirds  greater  than  in  1616. 

The  demand  for  gold  continned  to  increase,  and  in  January, 


tzsd  by  Google 


456  FBINCIPLBS  Of  ECONOMICS-  CHi».XVm. 

1819,  it  became  evident  that  the  Bonk  would  booq  be  exhansted, 
if  legiskdve  interference  did  not  take  place.  Accordin^ljt 
on  the  Srd  Febrnary,  1819,  both  Honsea  f^pointed  Ccmmiittees 
to  inquire  into  the  state  of  the  Bank;  and,  cai  t^e  5th  April,  they 
reported  that  it  was  expedient  to  pees  an  Act  iinme«^Btel;  to 
restrain  the  Bank  f5fom  paying  cash  in  terms  of  its  ootioea 
of  1816-17.  An  Act  for  that  purpose  was  passed  in  two  days' 
time.  It  was  stated  in  the  Report  of  the  Commons  that  in 
the  first  sii  months  of  1818,  125  millions  of  fWuics  had  been 
coined  at  the  Freauh  Mint,  tliree-fourUis  of  wfaicb  had  been 
derived  from  the  gold  coin  of  this  conntry.  The  Act  forbade  tJie 
Bank  to  make  any  payments  in  gold  whatever,  either  for  fractional 
snms  nnder  £5,  or  any  of  their  notes,  daring  that  seeaioa  of 
Parliament.  The  Act,  therefore,  totally  closed  tiie  Bank  for 
payments  in  cash. 

13.  The  chief  points  of  interest  in  the  Beporte  of  the  two 
HoQses  regarding  onr  present  subject,  are  the  opinions  held  by  the 
witnesses  respecting  the  great  doctrines  of  the  Bnllion  Beport 
The  reports  of  neither  Honse  entered  into  the  qneetion  of  the 
theory  of  the  Currency,  they  were  confined  to  recommending  a 
certiun  course  of  action;  but  they  examined  a  number  of  witnesses 
of  the  first  eminence  on  the  subject,  and  the  result  of  their 
evidence  is  most  estraordloary.  It  will  be  remembered  that^  both 
in  1804  and  1810,  the  immense  preponderance  of  commercial 
testimony  was  entirely  adverse  to  the  doctrine  that  the  issues  of 
paper  currency  had  any  effect  upon  the  exchanges,  or  the  price  of 
bnllion,  or  shonld  be  regulated  by  them.  Nevertheless,  the  reports 
of  both  Committees  were  entirely  in  the  teeth  of  the  mercantile 
evidence.  The  Bullion  Report  had  now  been  before  the  countiy 
for  nine  years,  and  bad  cansed  more  public  discussion,  botJi  in 
Parliament  and  in  the  press,  than  almost  any  subject  whatever; 
and  it  is  perfectly  manifest  that  if  it«  principles  were  erroneous, 
tiie  commercial  world  would  only  have  been  further  strengthened 
in  their  opposition  to  them.  But  what  was  the  result  now?  The 
overwhelming  mass  of  commercial  evidence  was  entirely  in  their 
favour.  The  current  of  mercantile  opinion  now  was  just  as  strong 
on  their  side  as  it  bad  formerly  been  against  them.  What  oonld 
be  more  triumphant  than  this?  What  could  be  more  splendid 
testimony  to  their  accuracy  and  soundness  than  the  fact  thai  they 
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had  caaTerted  the  humeiiae  hoalale  majori^  of  the  commerdal 

WOTld? 

Several  eren  of  the  DirectOTS  of  the  Bank  were  ootiTerted  to 
theae  doctrines ;  but  the  majority  of  the  Gonrt  was  Bdll  hostile, 
acd  on  the  2fith  March,  1819,  they  passed  this  resolntion — 

"  That  this  Gonrt  cannot  refhtin  from  adverting  to  an  opinion, 
Btronglf  inBisted  npon  by  some,  that  the  Bank  has  only  to  rednce 
its  issnes  to  obtain  a  &Toarable  tnm  in  the  exchanges,  and  a 
consequent  inflm:  of  the  precions  metals ;  the  Court  conceires  it 
to  be  its  dnty  to  declare  that  it  is  nnable  to  discoTer  any  solid 
foaodation  tat  snch  a  sentiment." 

Among  the  most  distingnished  converts  to  the  doctrines  of  the 
Bullion  Report  was  Peel,  who  had  voted  in  the  majority  in  1811 
against  them.  He  was  appointed  Chainnan  of  the  Commons 
Committee,  and  entmsted  by  the  Government  with  the  conduct  of 
the  Bill  detenniaed  upon  by  the  OoTemment.  The  Bill  was 
Iwonght  in  on  the  24th  May,  1819,^  and  Peel  avowed  hie  con- 
version to  the  doctrines  of  Homer.  On  five  different  occasions 
Parliament  bad  declared  that  cash  payments  should  be  resumed  as 
BooQ  aa  possible :  and  the  public  now  doubted  the  sincerity  of 
these'  declaEatione.  £very  sonnd  writer  agreed  that  a  certain 
weight  of  gold  bullion  of  a  certain  fineness  constituted  the  only 
(rue,  intelligible,  and  adequate  standard  of  value :  and  to  that  the 
country  must  retura.  No  doubt  the  Bank  was  perfectly  solvent, 
but  did  it  follow  irom  that  that  there  could  be  no  over-issne  of  its 
paper?  If  solvency  alone  was  a  sufficient  proof  that  there  was  no 
excess  of  drculation,  the  theory  of  Law  was  just,  and  the  land 
as  well  as  the  fonds  might  be  safely  converted  into  a  circulating 
medium.  There  was,  in/act,  no  test  of  exatt  or  deficiaicy,  but  a 
eongxtrmn  with  the  price  of  gold.  This  was  not  indicated  by 
theory  alone ;  the  last  few  years  had  afforded  abundant  experience 
to  support  and  confirm  it. 

As  the  Bank  had  so  entirely  repudiated  the  principles  of  the 
Bullion  Report,  they  could  not  be  expected  to  act  upon  them.  It 
had  been  proposed  "  to  prescribe  such  a  limitation  of  the  issues  of 
Bank  Notes  as  would  secure  tibe  power  of  the  Bank  over  the 
foreign  exchanges.  He,  for  one,  confessed  that  Oiia  alwayt 
a^eared  to  him  a  very  unwise  position,  and,  for  this  reason,  that  it 
depended  so  much  on  circumstances,  when  to  say  there  was  an 
<  Bamard't  FarluaieHlary  Dtbalti,  Fol.  XL.,  p.  6T6. 
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excess  or  not  of  ctrcalation.  There  tuera  oceasiotu  v>hm  what  wa» 
called  a  run  on  the  Bank  might  be  arreeled  in  ite  injwitme  effects  btf 
an  moreate  of  the  weuet.  There  were  other  occauone  when  sndi  a 
state  of  things  demanded  a  cartaiiment.  In  the  year  1797,  when 
a  ran  was  made  on  the  Bank,  but  when  the  Exdianges  were 
fiivonrable,  and  the  price  of  gold  bad  not  risea,  it  was  proTed  thai 
an  ezteuBion  of  issnee  might  perhaps,  by  restming  confidence, 
have  rendered  the  original  restriction  unueceesary,  and  preTeuted 
the  evil  resnlte  of  the  existing  panic.  On  the  other  hand,  if  the 
mn  was  the  effect  of  nnfiiTourable  exchanges  and  the  oonseqaeat 
rise  in  the  price  of  gold,  the  alarm  must  be  met  by  a  redaction  of 
the  isaoes.  It  toot,  therefore,  mipogaible  to  prescribe  any  ^ef^ic 
limHation  of  ittuee  to  be  broi^hi  into  cperaHon  at  any  paiod  how 
remote  eo  ever.  The  qnantity  of  drcniation  which  was  demanded 
in  a  time  of  confidence  varied  so  materially  &om  the  unonnt 
which  a  period  of  despondency  required,  that  the  House 
mnat  feel  the  abeohUe  vicapabSily  offisnng  on  any  drcumecribed 
amotmt," 

14.  As  the  Act  «hich  was  passed  on  this  occasion  has  acquired 
great  celebrity,  and  has  been  much  misnnderstood,  we  will  give  its 
chief  provisions.    It  was  the  Act,  Statute  1819,  c  49. 

1.  "The  Acts  then  in  force  for  restraining  cash  payments 
should  he  continued  till  the  Ist  May,  1823,  when  they  were  finally 
to  cease." 

2.  "That,  on  and  after  the  1st  Febrnaij,  and  beibre  the  Ist 
October,  1S20,  the  Bank  of  England  should  be  bound,  oo  any 
peraou  presenting  an  amonnt  of  their  notes,  not  less  than  of  the 
value  or  price  of  60  ounces,  to  pay  them  on  demand  at  the  rate 
of  £i  Is.  per  onnce,  in  standard  gold  bullion,  stamped  and 
assayed  at  the  Mint." 

3.  "  That  between  the  1st  October,  1820,  and  the  let  May. 
1821,  it  should  pay  in  a  similar  manner  in  gold  bullion  a^  the  rate 
of  £3  19s.  6d.  per  onnce." 

i.  "  That  between  the  1st  May,  18S1,  and  1st  May,  182S, 
the  rate  of  the  gold  bullion  should  be  £3  17s.  10^  per 
ounce." 

5.  During  the  first  period  above  mentioned,  it  might  pay  in 
gold  bulhon,  at  any  rate,  less  than  £i  la.,  and  not  less  tiian 
£3  19s.  6d.  per  ounce ;  in  the  second  period,  at  any  rate,  lees 
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thao  £3  19s.  6d.,  and  not  less  than  £3  17b.  10^,  npon  giving 
three  days'  notice  in  the  "  Gazette,"  and  epecifying  the  rate  ;  bat, 
after  doing  bo,  they  vere  not  to  raiae  it  again." 

6.  "  These  payments  were  to  bo  made  in  bars  or  ingots  of  the 
weight  of  GO  o&.  each,  and  the  Bank  might  pay  any  fiw;tional  anm 
lees  than  40s.  above  that  in  the  legal  ulver  coin." 

7,  "  The  trade  in  gold  bullion  and  coin  was  declared  entirely 
free  and  nnrestrained." 

These  are  the  proTieioiw  of  the  Act  which  has  so  often  been 
allnded  to  in  terms  of  the  greatest  praise,  or  the  greatest 
Ifltterness,  as  Feel's  Act  of  1819:  and  it  is  ahnost  uoiTersally 
sappoeed  that  the  resomption  of  cash  payments  was  forced  tm  the 
Bank  by  this  Act.  This,  however,  is  a  most  profonnd  delnsion. 
The  Act,  as  will  be  seen,  did  not  compel  paymeote  in  coin  tJll  the 
1st  May,  1823.  Until  that  time  the  Bank  was  directed  to  pay  its 
notes  in  ingots  of  gold  bullion ;  and  in  smna  of  not  lees  than  60 
otmces  at  a  time:  and  at  a  rate  of  depredation  which  gradually 
diminished. 

This  fantastic  scheme  was  a  project  of  Ricardo's;  and  whether 
'  it  was  ever  put  into  operation  we  have  no  means  of  knowing. 
Bnt  it  is  absolutely  certain  that  it  had  nothing  to  do  with  the 
return  to  payments  in  coin.  The  accnmulation  of  treasure  in  the 
Bank  became  so  rapid  in  1620,  that  early  in  1621  the  Directora 
felt  themselves  in  a  position  to  resume  payments  in  coin:  and  Uiey 
obtained  an  Act  to  permit  them  to  do  so  on  the  1st  May,  1821, 
instead  of  1823,  as  limited  by  Peel's  Act.  The  Government  had 
repaid  £10,000,000  of  the  debt  it  owed  the  Bank,  which  all  the 
witnesses  agreed  was  a  necessary  preliminary  to  enable  the 
Directors  to  contract  their  own  issnee.  The  Act,  Statute  1821, 
c  26,  enacted  that  the  Bank  might  reemne  payments  in  gold  coin 
on  Uie  1st  May,  1821.  That  persons  offered  to  be  paid  in  coin 
should  not  have  the  right  to  demand  ingots:  but  if  the  Bank  did 
not  offer  to  pay  in  coin,  the  right  to  demand  ingots  should 
continue.  The  last  impediment  to  the  export  of  bullion  were 
swept  away.  Tbe  Bank  was  bonad  to  exchaoge  their  larger  notes 
for  any  one  who  demanded  it,  but  they  had  the  option  of  paying 
in  £1  notes  or  gold. 

This  was  the  real  Act  under  which  payments  tn  gold  coin  were 
mnmed,  which  have  happily  never  mnce  been  interrupted.  And 
we  see  that  those  who  extravagantly  praise,  and   those   who 
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penutent);  blame,  Peel'a  Act,  are  eqiuUj  In  &0I6,  fat  it  had 
tfaMlotelf  nothing  whoterer  to  do  with  the  resumirfJoD  of  cash 
paTmenlo.  Ur.  Toner,  ■  Directw  of  the  Bonk,  Oitia — "  With 
regard  to  the  eSbct  of  Mr.  Feel's  bill  on  the  Bonk  of  England,  i 
can  state  from  having  be«i  in  the  direction  dnring  the  last 
two  jean,  that  it  has  been  altogethw  a  dead  letter.  It  haa 
neither  accelerated  ma  retarded  the  retnm  to  cash  paymentB." 

In  fiKt,  there  ia  great  injustice  in  attribntiDg  mnch  &tbeT  of 
the  praise  or  of  the  Uame  of  paasing  this  Act  thnmg^  Parliament, 
to  PeeL  The  legislatnre  was  solemnl;  pledged  to  retain  to  cash 
pajments  while  be  was  yet  a  school-boy  in  the  jonior  forma  of 
Harrow.  There  does  not  appear  to  have  been  Any  speaker 
&ata8tic  enoogh  to  propose  that  the  Bank  dioold  twver  return  to 
cash  payments.  The  Bank  of  its  own  accord  commenced  partially 
to  resume  cash  payments  in  1817,  and  would  have  succeeded  in  bo 
doing,  if  it  had  not  so  perversely  rejected  the  principles  of  the 
BoUion  Report.  And  if  it  had  not  been  owing  to  drcumstatices 
which  disttirbed  its  management  in  1818,  and  which  it  was 
incompetent  to  deal  with,  cash  payments  would  have  been  resnmed 
while  Peel  was  still  in  that  nnconverted  state  in  which  he  voted 
against  Homer's  resolutions  in  1811,  So  tar  was  he  from 
converting  Parliament,  that  he  was  himself  one  of  the  latest 
converts,  and  the  ministry  conferred  great  honour  upon  him  by 
alloving  him,  while  yet  so  young,  to  taks  such  a  prominent 
part,  and  be  the  mouth-piece  of  the  unanimous  determination  of 
the  Legislature. 

Bat  if  he  is  entitled  to  littie  of  tlie  praise,  still  less  is  he  liable 
to  the  blame  which  has  been  heaped  upon  the  Act  by  a  number  of 
fanatical  writers  from  that  day  to  this,  who  have  most  egr^oosly 
misrepresented  the  &cts.  It  is  often  allied  and  supposed  that 
while  the  Bank  Note  was  in  a  state  of  great  depreciation,  he,  by 
some  mysteriooB  influence,  induced  the  Legislature  to  pass  an  Act  to 
OHnpel  the  Bank  to  resume  payments  at  once  in  fall  weighted  coin. 
And  to  this  imaginary  drcumstance  all  sorts  of  imaginary  evils 
have  been  attributed.  But  such  statements  are  absoltitely  false. 
The  great  restoration  of  the  Bank  Note  to  its  par  value  vei7 
nearly  took  place  in  1816,  and  was  ctuised  by  the  enormons 
deetinction  of  the  country  bank  paper.  Darbg  the  latter  months 
of  1816,  the  price  of  gold  was  £3  18a.  6d.,  which  shewed  that 
the  value  of  the  Kote  was  Ids.  10*2,  a  depreciation  which  was 
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abnoet  iiirperoq>tibIe  ;  and  it  was  entirely  owing  to  the  mismanage- 
nent  of  the  directors  that  the  depreciatioQ  increased  daring  1818. 
lo  Jannary,  1819,  the  price  of  gold  was  £4  Ss.,  and  the  Taloe  of 
the  Note  ISg.  9*5.  HoweTer,  Peel's  Act  did  not  even  oon^ 
the  Bank  to  redeem  its  notes  tn  gold  ingots  at  par.  Up  to 
October,  1820,  they  were  to  be  redeemed  at  the  rale  o!  £4  Is.  per 
onnce;  or  the  valne  of  the  Note  was  198.  S'l ;  after  Oiat,  till 
1st  May,  1821,  the  price  of  gold  waa  to  be  £8  19s.  6d.,  or  the 
ralne  of  the  Note  1^  7d.;  and  even  after  that,  two  yean  were  to 
elapse  beft>re  they  were  to  be  payable  at  par  in  coin.  Peel's  Act, 
therefore,  espreesly  allowed  the  Bank  Motes  to  be  redeemed  at  the 
current  depreciation  of  the  day,  provided  they  were  demanded  in 
certain  qnantities.  But  as  it  was  perfectly  within  the  power  of 
the  Bunk  to  bring  them  to  par  if  they  chose  to  do  so,  the  Act  gave 
them  abundant  time  to  take  the  necessary  measores  to  efface  tlie 
slight  depredation  they  were  then  subject  to.  This  cautions 
poUcy  was,  however,  fonud  to  be  quite  unnecessary,  and  the  Bank, 
by  an  Act  of  their  own,  resnmed  payment  in  coin  at  par  in  1821, 
two  years  before  they  were  obliged  to  do  so  by  Law.  Hence  the 
allegation  that  Feel's  Act  compelled  the  Bank  to  pay  off  their 
depreciated  Notes  at  par,  which  is  so  ofl«n  made,  is  utterly  nntme, 
and  it  is  highly  discreditable  that  it  should  be  so  often  repeated, 
.  even  in  these  days. 

15.  At  length,  in  1827,  the  light  penetrated  the  Bank  parlour. 
The  principles  of  the  Bullion  Report  were  acknowlecLged  to 
be  true,  and  professedly  adopted  by  the  Bank.  Mr.  Ward  stated 
in  1832  that  there  was  not  a  single  person  in  the  Bank  who  did 
not  admit  that  its  issnes  should  be  regulated  by  the  foreign 
exchanges  and  the  bullion  market.  In  1819  the  Directors  had 
forwarded  a  resolution  to  the  Honse  of  GommonB  denying  that 
the  exchanges  were  to  be  regarded  in  regulating  the  issueH.  He 
himself,  fVom  being  connected  with  the  exchanges,  had  many 
opportnnities  of  observiog  its  practical  truth.  The  Bank  Di- 
rectors, however,  were  not  convinced  of  it,  because  they  found 
in  practice  that  the  exchanges  did  not  follow  the  issues  of  the 
Bank,  But  the  truth  was  they  neglected  to  consider  the  isaues 
of  the  coontry  banks  ;  and  it  was  only  in  1819  that  tbey  obtained 
a  correct  account  of  the  country  issues :  when  that  was  got,  it  was 
fband  that,  taking  t^e  Bank  and  the  country  iasnes  together,  Uie 
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principle  waa  qaite  correct.  The  obeervation  of  these  fiK^  had 
gTadoBlly  connnced  the  Directors,-  and  in  1827  tfae  reeolotaon 
of  the  Direotora  in  1819  was  Bolemnlj  expanged  from  Qtar 

16.  The  fmth  of  the  priDcipka  of  the  BnlUon  lieport  bein^ 
acknowledged,  Mr.  Horale^  Palmer,  the  QoTemor  of  tfae  Bank, 
explained  to  a  Committee  of  the  Honse  of  Cktmmons  how  the 
Bank  endeavonred  to  cany  tfaem  into  effect.  He  Baid  tfaat  in  a 
period  of  foil  Currency,  and,  conaeqnently,  with  a  par  of  etchange, 
tiie  Bank  considered  it  desirable  to  invest  two-thirda  of  its 
liabilities  of  all  sorts  in  interest  bearing  secnrities,  and  one-tbird 
in  bollion.  The  circnlation  of  the  country  being  then  n^nlated 
by  the  action  of  the  foreign  exchanges,  t^e  Bank  was  extremely 
desirons  to  aroid  nsing  any  active  power  of  r^^lating  the 
circnlation,  bnt  to  leave  that  entirely  in  the  hands  of  the  pnblic 
The  action  of  the  public  was  fully  sufficient  to  rectify  tfae 
exchanges  without  aaj  forced  action  on  the  part  of  the  Bank  in 
baying  or  sellii^  securities.  He  thought  it  desirable  to  keep  tfae 
securities  very  nearly  at  the  same  amount,  because  then  the  paUic 
oonid  always  act  for  themselves  in  returning  notes  for  bullion  for 
exportation  when  the  exchanges  were  nn&vonrable ;  and  if  there 
was  a  great  influx  of  gold,  the  Bank  could  always  re-assume  its 
proportion  by  transferring  part  of  the  bullion  into  securities.  He 
considered  that  the-  discount  of  private  paper  was  one  of  the 
worst  means  which  the  Bank  could  adopt  for  relating  its 
notes,  as  it  tended  to  produce  a  very  prejudicial  extension  of 
their  issocs. 

17.  In  the  debate  on  renewing  the  Bank  Charter  in  1833, 
Feel  gave  it  as  his  opinion  that  there  should  be  but  one  bank  of 
isane  in  the  metropoUs,  in  order  that  it  might  bo  enabled  to 
exerdse  an  undivided  control  over  the  issue  of  paper,  and  give 
fiieilitiea  lo  wmmeree  in  timet  of  di^kuUy  and  alarm,  which  it 
could  not  give  with  the  same  effect  if  it  were  subject  to  the 
rivalry  of  another  estoblishment.  He  behoved  that  the  efect  of 
the  Usury  Laws  in  rettricting  liberal  accommodation  in  time  of 
commercial  panic  was  most  injurious.  He  resisted  at  great  length 
tfae  proposal  to  make  Bank  of  England  notes  legal  tender  between 
private  persons,  as  a  departure  from  the  prirtciple  of  the  Act  of 
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1819,  and  from  the  true  principles  which  should  govern  &  paper 
csrrency.  The  plan  of  making  Bank  Notee  legal  tender 
gave  rise  to  a  long  debate,  hot  vaa  nltimately  carried  by  214 
to  166. 

Colonel  TorrenB  Btrongly  condemned  the  prindple  above  given, 
which  Hr.  Palmer  stud  was  adopted  by  the  Bank  to  regnlste  their 
imaes.  He  said  that  the  preaent  Directors  freely  acknowledged 
that  their  pofideceeaors  in  1796,  1812,  and  1819,  were  ignorant 
of  the  elementary  principles  of  money  and  current^,  and  caused 
by  their  mismanagement  minons  flnctoations  in  the  value  of 
property. 

18.  Peel  strongly  exposed  the  creation  of  another  bank  of 
iasoe  in  the  metropolis,  as  it  might  interfere  with  the  power  of  the 
Bank  of  England  to  give  accommodatioQ  to  commerce  in  times  of 
panic  But  at  this  time  there  was  nothing  to  prevent  private 
bankers  isaning  bank  notes  in  London.  Up  till  1772  all  private 
bankers  in  London  had  done  so;  bat  they  disoontianed  issning 
notes  after  the  panic  of  that  year:  bat  there  was  no  law  to  prevent 
them  doing  so  till  the  Bank  Charter  Act  of  1844. 

Bat  at  this  time  a  new  kind  of  banks  was  fbnnded  in  London, 
which  there  can  be  no  reason  to  donbt  will  ultimately  change  the 
whole  system  of  banking. 

When  the  Bank  of  England  was  founded  it  received  no 
monopoly  in  its  fAvom*;  and  it  was  only  in  1697,  after  the 
disaatrons  failure  of  the  Land  Bank  Scheme,  and  the  ruin  of 
public  credit,  that  the  Bank  was  enabled  to  obtain  a  monopoly. 
Bat  even  that  did  not  affect  the  common  law  right  to  establish 
such  institutions ;  it  only  said  that  no  rival  bank  should  be 
erected  or  maintained  by  Pariiament.  None,  however,  were 
fwmed:  bat  in  1708,  another  company  began  doing  txinking 
business  by  isBuing  notes.  The  Bank  then,  in  1709,  obtained  a 
clause  in  the  Act  of  that  year,  prohibiting  any  company  of  persona 
exceeding  eix  in  nnmber  from  "  borrowing,  owikq,  or  taking  up 
money  on  their  bills  or  not«s,  payable  to  bearer  on  demand," 
which  was  the  meaning  attributed  to  the  word  banking  at  that 
time.  And  it  was  sapffijaed  that  to  prohibit  persona  from  omng 
money,  on  bills,  or  notes  payable  to  bearer  on  demand,  was  an 
efTectoal  bar  to  their  undertaking  the  boainess  of  banking.  And 
this  cUnae  was  effectual  fin*  a  considerable  time.    But  about  1740, 
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some  penons  demed  schemes  for  evading  these  words.  In 
oonBeqneQce  of  Hob,  the  Back,  on  the  renewal  of  Qi&x  Gbaiter  in 
1742,  obtained  a  prohibition  of  banUng  companiefl  being  filmed 
in  mnch  more  explicit  terms.  A  claose  in  the  Act,  Statute  1742, 
c.  18,  §  5,  Baya — "  And  to  prevent  any  doubts  &at,  ma;  ariso 
concerning  the  privilege  or  power  given  b;  former  Acts  of 
ParUament  to  the  said  Governor  and  Company  of  exclunve 
lankmff,  and  also  in  regard  to  erecting  teay  other  Bank  or  Banks 
by  Parliament,  or  restraining  other  persons  fVom  bankii^  dnring 
the  conljnnance  of  the  said  privilege  granted  to  the  Governor  and 
Company  of  the  Bank  of  England,  as  before  recited,  it  is  hereby 
farther  enacted  and  declared,  by  the  authority  aforesud,  Uiat  it  is 
the  true  intent  and  meaning  of  the  Act  that  no  otiier  Bank  shall 
be  erected,  established,  or  allowed  by  Parliament,  and  Uiat  it  shall 
not  be  lawM  for  any  body,  politic  or  corporate,  whatsoever  erected, 
or  to  be  erected,  or  for  any  other  persons  whatsoever  united,  «  to 
be  united,  in  covenants  or  partnership,  exceedbg  the  nnmb^  of 
six  persons,  in  that  part  of  Great  Britain  called  England,  to 
borrow,  owe,  or  laite  up  any  sum  or  turns  of  money  on  Ouir  bills 
or  notes  payable  at  danand,  or  at  any  less  tone  than  sa  months 
from  ihe  borrowtny  thereof,  daring  the  continnance  of  sndi  said 
privilege  to  the  said  Governor  and  Company,  who  are  hereby 
declared  to  be  and  remain  a  corporation  with  the  privilege  of 
exclusive  banking,  as  before  recited." 

These  words  were  devised  with  the  atmost  care,  so  as  to  prevent 
any  other  rival,  in  the  most  comprehensive  manner  possible.  It 
wBssnppoeed  that  no  legal  ingenuity  conld  devise  an  expedient  to 
evade  so  extenadve  a  prohibition.  And  for  very  many  years  it  did 
have  the  effect  of  preventing  any  other  joint  stock  bank  in 
England  being  fonnded.  Bat  alas !  for  the  wit  of  lawyers  I  At 
the  time  this  clause  was  tHmed,  all  bankers,  no  donbt,  issoed 
notes.  But  we  have  seen  that  that  is  not  the  essmet  of  banking. 
The  essence  of  banking  is  to  cheats  ckedit  ;  and  no  donbt  all  the 
early  bankers,  when  payment  of  th  is  credit  was  demanded  (^  them, 
preferred  to  offer  it  in  their  own  notes  rather  than  in  coin.  Bat 
London  bankers,  after  the  experience  of  1772,  found  it  expedient 
to  discontinue  the  isene  of  notes,  and  to  oonfiae  themselves  to 
cheques  and  payments  in  coin.  And  there  was  nothing  in  the 
words  of  the  monopoly  clansee  of  1709  and  1742  to  prevent  a 
joint  stock  bank  being  formed  to  carry  on  bnsiDeas  in  the  same 
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inBoner  aa  tiie  London  bankers  did.  For  yetj  many  yeare, 
howerer,  this  escaped  obeerration.  But  al>oal;  1822  some  writers 
^BCOTered  thia  loophole  in  the  monopoly  clause,  and  maintained 
that  it  was  perfectly  lawful  to  form  joint  stock  banks  which  did 
not  issae  notes.  No  effect,  however,  followed  for  Bome  time  from 
thia  discoveiy.  After  the  crisis  and  panic  of  1825,  an  Act  was 
paaaed  to  allow  joint  stock  banks  of  issne  at  a  distance  of  more 
than  65  miles  from  London.  Bnt  in  1833  steps  were  taken  to  act 
upon  the  flaw  in  the  monopoly  claose,  and  form  a  joint  stock  bank 
in  London.  When  the  Government  firat  ent^^red  into  negotiations 
with  the  Bank  in  1833  concerning  the  terraa  of  the  renewal  of  the 
Charter,  they  believed,  as  well  as  the  whole  mercantile  community, 
that  the  monopoly  forbade  banka  of  any  description  whatever, 
with  more  than  six  partners,  being  formed.  In  the  course  of  the 
negotiation,  however,  this  new  plan  was  brought  nnder  the  notice 
of  the  Government,  who  took  the  opinion  of  their  law  o&iccra 
npon  BO  important  a  point.  The  opinion  of  the  Crown  lawyers 
was,  that  the  clause  did  not  prohibit  joint  stock  banka  of  depoait 
being  formed.  The  directors  and  proprietors  of  the  bank  were 
mncb  disturbed  at  finding  this  flaw  in  their  monopoly:  and 
requested  the  Government  to  have  it  rectified;  hut  Lord  Althorp 
said  that  the  bai^aia  was  that  their  privileges  should  not  be 
diminished,  bnt  he  would  not  agree  to  any  extension  of  them.  In 
order  to  remove  all  doubts  upon  the  subject,  the  solicitor-general 
hrongfat  up  a  clause  by  way  of  rider,  declaring  the  right  to  form 
inch  banks.  He  said  that  the  basis  of  the  contract  with  the 
Bank  was,  that  they  were  to  enjoy  whatever  monopoly  they  already 
possessed,  bnt  nothing  beyond  it.  He  had  examined  the  case 
with  the  utmost  care,  and  there  was  no  pretence  for  saying  that 
Btich  banks  were  an  encroachment  upon  the  monopoly  of  the 
Bank.  The  Bank,  as  originally  founded,  was  a  bank  of  itsue,  and 
the  monopoly  first  granted  in  1607  must  be  held  to  refer  only  to 
banks  ^tudem  gmerig.  Sach  had  been  the  unifonn  language 
of  an  the  subsequent  Acts.  The  clause  upon  which  their 
monopoly  rested  was  strictly  confined  to  the  issue  of  paper  money. 
Banks  of  deposit  were  lawful  at  common  law,  saA  it  rested  with 
tJioae  who  said  it  was  forbidden,  to  point  out  the  Act  which 
prohibited  them. 

By  this  Act,  Statute  1883,  C  98,  §  4,  Bank  Notes  are  made 
legal  tender  of  payments  for  all  sums  above  £5,  by  all  persons 
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exo^  b;  the  Bank  itself,  or  any  of  iba  branches;  to  long  w  tt( 
Vu  Bank  pay*  iU  notst  in  legal  com  on  demand.  Kence  a  £5 
Bank  Note  k  not  legal  tender  for  a  debt  of  £Q. 

One-fonrth  of  the  debt  due  to  the  Bank  bj  the  pnblic  was  b>  be 
paid  off;  and  the  proprietors  might  redoes  the  coital  eiock  of  the 
Bank  hj  that  Bom  if  they  pleased. 

In  the  following  year  the  first  joint  stock  bank  was  formed  to 
London ;  and  thna  the  foondation  was  laid  of  a  new  eptera, 
which  will,  no  doubt,  i)ltimat«ly  transform  the  whole  syBtem  of 
English  banking. 

19.  We  hare  seen  that  the  Bank  prof^ased  to  adopt  the 
principles  of  the  Bullion  Report,  and,  in  order  to  cany  them  out, 
their  plan  wa«  to  keep  their  "  Becurities "  as  neariy  equal  as 
possible ;  their  cash  and  bullion  at  one  htdf  the  securitJee  ;  and, 
conseqnently,  equal  to  one-third  of  their  "  liabilities."  Haring 
got  the  Bank  into  this  position  when  the  exchanges  were  at  par, 
to  throw  any  action  either  of  the  increase  or  decrease  of  their 
not«B  on  the  public,  either  by  means  of  the  foreign  exchanges,  ot 
by  an  internal  extra  demand  for  gold.  The  Bank  was  got  into  an 
approach  to  this  normal  condition  in  October,  1833,  when  its 
"liabilities,"  t.  e.,  its  not«8  and  deposits,  were  £32,900,000;  the 
"securities "  were  £24,200,000,  and  the  cash  and  bullion 
£10,900,000.  But  the  following  figures,  taken  at  interrala,  shew 
how  completely  their  practice  varied  from  their  Theory ; — 

LUbUitie*. 

11th  March,  ISU     . .     £31,873,000 

16th  Jnlj,       „  87,664,000 

»thS«pt.,     „         ..       Sl,068,000 

ISthJftn SS,071,000 

6tli  Hk; 29,417,000 

Thug  in  May,  1835,  the  specie  was  little  more  than  a  fonitii 
part  of  the  secnritiee,  instead  of  one-half;  and  only  one-filth  of 
the  liabilities,  instead  of  one-Uiird. 

Daring  1836  and  1837,  there  was  a  severe  monetary  pressuie 
owing  to  OTer-specolation  and  Tsrioos  other  causes  which  we  need 
not  detail.  But  in  1838  the  Bank  was  got  again  into  its  aonnal 
position.  On  the  30th  March  its  liabilities  were  £31,573,000 ; 
its  securities,  £21,046,000,  and  its  specie  £10,527,060.  Bntabout 
the  end  of  1836,  another  period  of  diso^anisation  conuoenced,  at 
shewn  by  the  following  figures : — 


SpMto. 

84,777,000     . 

£8,901,000 

81,796,000     . 

8,298,000 

36,048,000     . 

7.010,000 

»,166,O00     . 

6,608,000 

26,179,000     . 

6.961,000 
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LltbUUlM. 

BMidritioi. 

Si«d«. 

18th  Dec..  1SS8 

.    £18,120,000     . 

£30.776.000     . 

£9,794,000 

Uth  Jan.,  1339 

.       80.806,000     . 

34,639,000     . 

8,336,000 

lathFeb.,     „ 

.       36.939.000     . 

33.688,000     . 

7.047,000 

WthMw.,    .. 

.      96.088,009     . 

92,173,000     . 

8,880,000 

"OUiApL,     .. 

.      98,478,000    . 

94,586.000     . 

4,488.000 

iith  Mif ,    „ 

.       26,711,000     . 

34.098.000     . 

4,117,000 

UthJnlr.    ,. 

.       28.860,000     . 

28,848,000     . 

9.987,000 

Tlie  Bank  tbeD  aeemed  saddenly  to  wake  to  the  ftct  that  it  was 
npid]y  drifdng  into  bankraptcj.  It  took  some  feeble  meaanrea, 
whioh  had  no  effect ;  and  among  othen  it  got  the  Bank  of  France 
to  dieconnt  its  own  notes  to  the  amonnt  of  £600,000.  Bnt  when 
its  notes  fell  doe,  it  was  in  oo  position  to  meet  them ;  and  conse- 
qnentlf  it  had  to  oz^aniae  measoiee  of  a  larger  natnre.  A  credit 
on  Paris  was  created  in  its  fevonr  to  the  amonnt  of  £2,000,000, 
and  on  Hambarg  to  £900,000,  This,  after  aome  time,  arrested 
the  drain  of  gold.  The  operations  enstUDg  fi-(Mn  this  foreign 
credit  extended  over  nine  months,  from  Jn\j,  1839,  to  April,  1840. 

20.  The  fignres  we  have  quoted,  shewing  the  proportions 
between  the  ballion  and  the  liabilities  of  the  Bank,  are  sufficient 
to  shew,  either  that  there  was  some  natural  impossibility  in 
adhering  to  the  mle  the  directors  had  laid  down  for  their 
guidance  in  18S2,  or  that  they  had  not  snfficient  firmness  to 
contract  their  secnritiea  in  time  of  preesnre  to  maintain  it.  The 
fli^rant  disproportion  which  these  fignres  had  assumed,  which 
would  scarcely  be  safe  in  an  ordinary  banking  honse,  but  which 
were  to  the  last  degree  perilona  in  the  Bank  of  England,  which 
was  known  to  be  the  last  resource  of  every  bank  in  the  kingdom 
in  times  of  difficulty,  tnmed  the  attention  of  writers  to  dense 
some  plan,  by  which,  if  poesible,  the  Bank  shonld  be  compelled 
to  maintain  Uie  proper  proportions  between  bnllion  and  liabilities. 
Colonel  Torrens  appears  to  hare  been  the  originator  of  the  idea, 
which  was  eventnally  adopted,  of  dividing  the  Bank  into  two 
distinct  departments,  independent  of  each  other ;  one  for  the 
pnrpcse  of  issuing  a  r^ulated  amonnt  of  notes,  and  the  other  for 
carrying  on  the  bnsiness  of  banking.  This  plan  was  first  started 
in  1837,  and  vfaa  much  canrasaed  and  discnased  by  several 
eminent  writers  on  tiie  subject,  such  as  Mr.  Tooke,  Mr.  Norman, 
and  others;  and  we  shall  see  was  afterwMils  one  of  the  most 
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prominent  festores  in  Sir  Robert  Peel's  Act  of  1844.  The  great 
commercial  and  monetary  crisis  the  conntiy  had  passed  throngh, 
within  the  few  preceding  jearB,  attracted  mnch  public  attention, 
and  eeveral  petitiona  were  preaented  to  Parliament ;  and  in  March, 
1640,  tJie  Government  determined  to  institute  an  inqait;  into  the 
whole  S7Bt«m  of  p^>er  issnes.  On  the  10th  of  that  month  the 
Chancellor  of  the  Exchequer  moved  for  a  Committee  for  IMt 
pnrpoae.  He  reminded  the  House  that  the  Bank  Charter  voold 
termioate  in  1844,  and  he  thought  it  expedient  that  thej  should 
not  postpone  inquiij  into  the  subject  till  the  last  m(Hn«it  That 
whatever  might  be  the  difference  of  opinion  among  the  moat 
intelligent  men,  as  to  what  part  of  the  difficulties  thej  had  gone 
through  were  to  be  attributed  to  the  Bank  of  England,  or  odier 
banks,  still  they  were  very  strongly  of  opinion  that  the  present 
system  required  revision  and  alteration.  Leaving  out  of  con* 
sideration  former  transactions,  the  difficulties  and  embarrassments 
which  the  country  had  gone  through,  within  the  last  few  yeais, 
had  led  the  most  important  bodies,  and  the  laigeet  of  d>e 
manufacturing  towus,  to  make  complaints — in  calm  and  temperate 
language — aud  to  express  an  anxiety  that  the  House  should 
institute  an  investigation  into  their  complaiuts,  aud  endeavour  to 
provide  adequate  remedies.  The  chief  points  of  interest  connected . 
with  the  report  and  evidence  are — 

1.  That  the  principle  propounded  in  1833  for  the  management 
of  tlie  Bank,  for  the  purpose  of  conforming  with  the  prindplee 
of  the  Bollion  Beport,  was  totally  condemned. 

2.  The  great  modem  heresy,  that  Bills  of  Exchange  fc^m  no 
part  of  the  Circulating  Medium,  or  Currency,  which  was  fint 
asserted  before  a  Parliamentary  Committee  in  1832,  was  now 
maintained  by  a  great  majority  of  the  commercial  and  banking 


3.  This  seems  to  have  been  the  first  adoption  by  mercantile 
men  of  the  theory,  which  is  the  reigning  banking  fallacy  of  the 
present  day,  which  is  now  known  by  the  name  of  the  "  Currency 
Principle,"  which  we  have  fully  explained  above. 

21.  The  incorrigible  mismanagement  of  the  Bank  of  England, 
aud  the  ability  of  the  witnesses,  Mr.  Norman  and  Mr.  S.  J.  Loyd, 
now  Lord  Overstone,  examined  before  the  Committee  of  1840, 
had  the  effect  of  converting  Sir  Robert  Peel  to  their  views;  and 
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being  in  power  in  1644,  when  the  Charter  of  18S3  might  be 
trarainated,  he  detemiiiied  to  reorganise  the  Bank  on  tlieir 
principles. 

On  the  6&i  May,  1844,  he  bronght  in  a  reaolntion  to  continue, 
for  a  limited  time,  the  privileges  of  the  Bank  of  England.  He 
aaid' — "I  mnat  state,  at  the  outset,  that,  in  naing  the  word  mone;, 
I  mean  to  designate  by  that  word  the  coin  of  the  realm,  and 
promissory  notes  payable  to  bearer  on  demand.  In  osing  the 
words  paper  cmrency,  I  mean  only  anch  promissory  notes.  I  do 
noti  include  in  these  terms  biUs  of  exchange,  or  drafU  on  bankers, 
or  other  forms  of  paper  credit.  There  is  a  natnral  distinction,  in 
my  opinion,  between  the  character  of  a  proroiaaory  note  payable  to 
bearer  on  demand,  and  other  forma  of  paper  cr^t,  and  between 
the  effects  which  tb^  respectively  produce  npon  the  price  of 
commodities,  and  upon  the  escfaanges.  The  one  answers  all  the 
porpoaea  of  money,  passes  from  hand  to  hand  without  indorsement, 
without  ezamtaation,  if  there  be  no  suspicion  of  foi^ry;  and  it  is, 
in    &ct,  what    its   designations  imply  it    to  be,  carrency,  or 

circnlating  medium I  think  experience  shews  that 

the  paper  cnrren<7,  that  is,  the  promissory  notes  payable  to  bearer 
on  demand,  stands  in  a  certain  relation  to  the  gold  coin  and 
.  the  foreign  exchange,  in  which  other  forma  of  paper  credit  do 
not  stand."  And  aRer  quoting  some  cases  of  the  derangement  of 
the  exchanges  ftx)m  the  Bullion  Report,  he  said — "In  all  these 
cases  the  action  has  been  on  that  part  of  the  paper  credit  of  the 
conntry  which  has  consisted  of  promissory  notes  payable  to  bearer 
on  demand.  There  has  been  no  interference  with  other  forma  of 
paper  credit,  nor  was  it  contended  then,  as  it  is  now  contended 
by  some,  that  promissory  notes  are  identical  in  their  nature  with 
bills  of  exchange,  and  with  cheques  on  bankers,  and  with 
deposits,  and  that  they  cannot  be  dealt  with  on  any  separate 
principle.'' 

Now  we  have  simply  to  refer  to  the  last  chapter,  where  we  have 
set  forth  the  judicial  exposition  of  the  meaning  of  the  word 
"  Currency,"  in  which  it  will  be  seen  that  Peel's  new  opinions 
were  an  innovation,  and  contrary  to  all  Law  and  Philosophy. 
Bnt  that  does  not  affect  the  incorrectness  of  his  last  assertion, 
that  some  said  that  they  could  not  be  dealt  with  on  any  separate 
principle,  because  it  was  quite  possible  to  deal  with  tliem  separately. 

I  Haatard.     JAtrd  Striei,  VuL  6i,p.  370. 
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It  was  impossible  for  Peel  not  to  see  the  inconsistenc;  of  his 
measure  of  1844,  with  hU  expressed  opinion  in  1819  and  1883, 
that  it  was  inexpedient  to  limit  the  issues  of  the  Bank  to  any  fixed 
amount  at  aa;  period,  however  remote,  becaose  there  were  tiroes 
of  commercial  difficnltj,  whea  aa  increased  isBue  of  notes  might 
be  the  proper  remedy.  There  is  no  doctrine  more  strenuously  in- 
sisted oa  by  the  BnUion  fieport,  by  the  statesmen  of  1819,  as  well 
as  by  the  Government  in  1833,  and  Sir  Robert  Peel  himself,  at 
both  these  periods,  than  that  it  was  impossible  to  fetter  the  dis- 
cretion of  the  'Bank  ia  its  isenee.  Sir  Robert  Peel  knew  that  he 
was  now  taking  away  this  power  from  the  Bank  alti^ether,  and, 
accordingly,  he  was  obliged  to  meet  this  objection.     He  said : — 

"  It  is  said  that  the  Bank  of  England  will  not  have  the  means 
which  it  has  heretofore  had  of  supporting  public  credit,  and  of 
affording  assistance  to  the  mercantile  world  in  times  of  com- 
mercial difficulty.  Now,  in  the  first  place,  the  means  of  supports 
ing  credit  are  not  means  ezdusively  possessed  by  banks.  All 
who  are  possessed  of  miemployed  capital,  whether  bankers  or  not, 
and  who  can  gain  an  adequate  return  by  the  advance  of  capital, 
are  enabled  to  afford,  and  do  afford,  that  aid  which  it  is  snppoaed 
by  some  that  banks  alone  are  enabled  to  afford.  In  the  second 
place,  it  may  be  a  question,  whether  there  be  any  permanent 
advantage  in  the  maiutenance  of  public  or  private  credit,  unless  the 
means  of  maintaining  it  are  derived  from  the  honajide  advance  of 
capital,  and  not  from  a  temporary  increase  of  promissory  notes, 
issued  for  a  special  purpose.  Some  apprehend  that  the  proposed 
restriction  upon  issue  will  diminish  the  power  of  the  Bank  to  act 
with  enei^  at  the  period  of  monetary  crisis  and  commercial  alartn 
and  derangement.  But  the  object  of  the  measure  is  to  pbeteht 
(so  far  as  legislation  can  prevent)  the  recurrence  of  those  evils 
frY)m  which  we  suffered  in  1825,  1836,  and  1839.  It  ib  bsttbb 
TO  FBEVENT  THE  PABOXYHM  than  to  exctte  it,  and  trust  to  despe- 
rate remedies  for  the  means  of  recovery." 

Sir  Robert  Peel,  therefore,  deliberately  took  away  the  power  of 
the  Bank  to  act  in  extreme  occasions,  under  the  impression  that 
his  Act  wonld  prevent  th(«e  extreme  occasions  from  arising.'  "We 
shall  see  how  this  hope  was  fulfilled. 

Sir  Charles  Wood  followed  Sir  Robert  Peel,  also  adopting  the 
"  Currency  Principle  " : — 

"  It  is  not  enough,  then,  to  enact  that  the  Bank  notes  shall  bs 
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coQTertible.  The  paper  oiiciilation  most  not  only  be  coDTertible, 
bat  TDJOt  Yorj  in  amount  firom  time  to  time  as  a  metallic  circn- 
latioD  wonld  vary.  A  sjstem,  therefore,  of  paper  circnlation  ia 
reqnired,  whioh  will  atl^  thlB  object,  and  insare  a  constant 
and  steady  regnlation  of  the  isaoea  on  this  principle.  This,  and 
this  alone,  affords  a  permanent  secnrity  for  the  practical  con- 
vertibility  of  the  notes  at  all  times,  and  for  the  conseqnent  main- 
tenance of  the  standard." 

The  Bill  was  read  a  second  time,  after  a  feeble  opposition,  b; 
a  majority  of  185  to  30.  It  passed  throngh  the  Honse  of  Lords 
with  a  Tery  short  debate,  and  no  division.  Lord  Radnor  alone  pro- 
tested against  it,  and  itreceired  the  Royal  Assent  on  the  19th 
of  Jnly,  1844. 

22.  The  chief  pro^iaions  of  this  Act  are  as  fbllows  (Statnte 
1844,  c  82)  :— 

1.  That  after  the  Slst  Angnst,  1844,  the  issae  of  Bank  notes 
by  the  Bank  of  Ei^land  should  be  kept  wholly  distinct  from  the 
general  banking  business,  and  be  condncted  by  such  a  otmimittee 
of  the  directors  as  the  Goort  might  appoint,  under  the  name  <^  the 
"  lasne  Department  of  the  Bank  of  England." 

2.  That  on  the  same  day,  the  Govemor  and  Company  shonld 
transfer,  appropriate,  and  set  ^tart,  to  the  isene  department  secnri- 
ties  to  Uie  v^ne  of  £14,000,000,  of  which  the  debt  dne  by  the 
public  to  the  Bank  was  to  be  a  part ;  and  also  so  mnch  of  the 
gold  coin  and  gold  and  silver  bullion  as  should  not  be  reqnired 
for  the  banking  department.  The  issue  department  was  then  to 
deliver  over  to  the  banking  department  an  amount  of  notes  exactly 
eqnal  to  the  secnrities,  coin,  and  boUion,  bo  deposited  with  them. 
The  Bank  was  then  forbidden  to  increase  the  omonnt  of  secnritiea 
in  the  issue  department ;  bnt  it  might  diminish  them  as  mnch  as 
it  pleased,  and  increase  them  again  to  the  limit  defined,  bnt  no 
farther.  The  banking  department  was  forbidden  to  issue  notes 
to  any  person  whatever,  except  in  exchange  fbr  other  notes,  or 
mcb  as  they  received  from  the  Issue  department  in  terms  of  the 
Act. 

8.  The  proportion  of  silver  bullion,  in  the  issue  department,  on 
which  notes  were  to  be  issued,  was  not  at  any  time  to  exceed  one- 
fourth  part  of  the  gold  coin  and  bullion  held  at  the  time  by  th» 
JBsne  department. 
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4.  All  persons  whoteTer,  from  the  Slat  AogOBt,  1844,  were  to 
be  entitled  to  demand  Bank  notee  in  exchange  for  staadard  gold 
bnllion  at  the  rate  of  £3  17b.  9d.  per  onnce. 

5.  If  aaj  banker  who,  on  the  eth  Maj,  1844,  was  iasning  his 
own  notes,  should  cease  to  do  so,  it  should  be  lawfol  fiM*  tbe 
Crowii,  in  Council,  to  authorise  the  Bank  to  increase  the  amoant 
of  Becnrities  iu  the  issue  department  to  an;  smoont  not  esceedii^ 
two-thirds  of  the  amount  of  notes  withdrawn  from  drcnlation. 

6.  Weekly  accounts  in  a  specified  form  were  to  be  transmitted 
to  OoTemment  and  published  in  the  next  London  Oazette. 

7.  From  the  same  date  the  Bank  was  relieved  from,  all  stamp 
daty  on  their  notes. 

8.  The  aimnal  sum  payable  by  the  Bank  for  their  excloedve 
priTileges  shonld  be  increased  from  £120,000,  as  settled  in  1833, 
to  £180,000.  And  all  profits  derivedirom  the  Bank  by  the  increase 
of  their  issues  above  the  £14,000,000,  as  prescribed  by  the  Act, 
shall  go  to  the  public. 

9.  After  the  passing  of  the  Act,  no  person  other  than  a  banker 
who  was  lawfully  tsanlng  his  own  notes  on  the  6th  May,  1844, 
should  issue  bank  notes  in  any  part  of  the  United  Kingdom. 

10.  After  the  passing  of  the  Act,  it  was  forbidden  to  any 
banker  to  draw,  accept,  make,  or  issue,  in  England  or  Wales,  an; 
bill  of  exchange,  or  promissory  note,  or  engagement  fiir  the  pay- 
ment of  money  payable  to  bearer  on  demand,  or  to  borrow,  owe, 
or  take  up  in  England  or  Wales,  any  sum  or  sums  of  money,  on 
the  bills  or  notes  of  snch  banker,  payable  to  bearer  on  demand, 
except  snch  bankers  as  were  on  the  6th  May,  1844,  issuing  their 
own  Bank  notes,  who  were  allowed  to  contjnue  their  issues  in 
such  manner,  and  to  such  extent  as  afterwards  provided.  The 
righta  of  any  existing  firm  were  not  to  be  affected  by  the  with- 
drawal, change,  or  addition  to  any  partner,  provided  the  whole 
number  did  not  exceed  six  persons. 

11.  Any  banter  who  ceased  to  issue  his  own  notes  from  any 
reason  whatever,  after  the  Act,  was  not  to  resume  such  issnes. 

12.  All  existing  Banks  of  issne  were  forthwith  to  certify  to 
the  couunissioners  of  stamps  and  taxes,  tbe  place,  the  name,  and 
tJie  firm,  at  and  under  which  they  issued  notes  during  the  twelve 
weeks  next  preceding  the  27th  April,  1844.  Tbe  oommisraoners 
were  then  to  ascertain  the  average  amount  of  each  bank's  issues, 
and  it  should  be  lawfnl  for  such  banker  to  continue  his  issues  to 
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that  amount,  prorided  that  on  an  average  of  fonr  weeks  tbef 
were  not  to  exceed  the  arerage  bo  ascertained. 

18.  If  anj  two  or  man  banks  of  issue  had  beccxne  united 
daring  that  twelve  weeks,  the  united  bank  might  isaae  notes  to 
the  aggregate  amount  of  each  separate  bank. 

14.  The  commisBJonerB  were  to  issue  in  the  London  Oazette  a 
statement  of  the  authorised  iasues  of  each  bank. 

15.  If  two  or  more  banks  afterwards  became  nnited,  each  of 
less  than  six  partneie,  then  the  commissionerB  might  authorise 
them  to  isBUe  notes  to  the  amount  of  their  separate  issnea.  But 
if  tJte  number  of  the  united  bank  exceeded  six,  their  privilege 
of  issuing  notes  was  to  cease. 

16.  If  anj  banker  exceeded  faia  autliorised  issue  he  was  to 
forfeit  the  excess. 

17.  Ever;  bank  of  issoe  was  to  send  a  weekly  account  of  its 
issues,  which  was  to  be  published  in  the  London  Gazette. 

18.  The  mode  of  baking  the  average  was  laid  down,  and 
bankers  were  to  permit  their  books  of  accounts  to  be  inspected 
by  a  Government  officer  properly  appointed,  and  to  make  a 
retnm  to  Government  once  every  year,  within  the  first  fortnight 
in  January. 

19.  The  Bank  of  England  was  allowed  to  compound  with 
private  banks  of  issne,  to  withdraw  their  notes,  and  issue 
Bank  of  England  notes,  for  a  sum  not  exceeding  one  per  cent, 
per  annum,  up  to  the  Ist  August,  1856. 

SO.  All  banks  whatever  in  London,  or  within  65  miles  of  it, 
wen:  allowed  after  the  passing  of  the  Act,  to  draw,  accept,  or 
indorse  bills  of  exchange,  not  being  payable  to  bearer  on  d^and. 

21.  The  privileges  of  the  Bank  were  to  continue  till  twelve 
months'  notice,  to  be  given  after  the  Ist  August,  1655  ;  and 
repayment  of  the  public  debts,  and  all  other  debts  whatever. 

23.  Since  the  Act  was  passed,  several  private  bankers  have 
ceased  from  buBiness  ;  and  in  tonne  of  the  Act  the  Bank's  power 
of  issning  Notes  on  secnritiea  has  been  increased  to  £15,000,000. 
Conseqnently  its  total  power  of  iasning  Notes  is  now  limited  to 
£15,000,000  plus  the  amount  of  bullion  held  by  the  issue 
department. 

It  was  supposed  that  these  provisions  enBnred  that  the  quantity 
of  notes  in  ctroilation,  t,  e.,  in  the  hands  of  ike  public,  would  be 
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exactly  equal  to  vhat  a  metallic  Cnrrency  vould  have  been,  and 
that  the  outflow  of  bollioii  would  by  its  own  nataral  operadoD, 
have  the  mechanical  effect  of  withdrawing  Notes  from  the  pnblic 
to  an  equal  amonnt.  Having  made  these  prorisionB,  the  fhuners 
of  the  Act  supposed  that  they  had  taken  out  of  the  hancls  of  the 
Bank  all  power  of  mismanaging  the  Coirency,  and  that  they 
might  manage  the  banking  department  at  their  own  discretioa. 

To  thy  that  ^e  amount  of  Notes  shonld  only  he  equal  to  what 
a  metallic  Cnrrenty  would  have  been,  is  a  very  intelligible  pro- 
position i  and,  as  we  hare  observed,  several  bwiks  have  been 
constructed  on  that  principle.  But  no  bank  ametrucM  on  M» 
prttu^k  ever  did,  or  by  any  posmbSUy  could  do,  banUnff  buama 
Jorpr^L  These  banks  were  pure  banks  of  deposit :  they  did  no 
discount  business  whatever :  and  if  the  Bank  of  England  were 
fiiKbiddeu  to  discount,  there  is  no  reason  why  it  should  not  be 
reconstructed  on  this  principle. 

But  if  tiie  fruners  of  the  Act  of  1844  really  believed  that  Uiis 
Act  carried  out  this  theory  into  practice,  no  set  of  men  ever 
committed  a  more  manifest  error.  It  is  quite  evident  that  the 
£15,000,000  of  notes  issued  against  pnblic  debt  and  secoritiefl 
are  in  direct  vioktion  of  the  "  Currency  Principle."  How  did 
the  Bank  obtain  these  securities?  By  porchase.  Now,  the 
purchase-money  of  these  securities  is  in  circulation,  aod  the  notes 
created  on  their  security  a$  well.  Is  it  not  clear  that  these  15 
millions  of  notes  are  an  ai^menialion  of  currency  to  that 
amount  ?  If  it  be  true  that  these  15  millionB  of  notes  are  not 
a  violation  trf  the  Currency  Principle,  then  the  very  same  argu- 
ment would  shew  that  the  whole  National  Debt  might  be  coined 
into  notes,  and  then  there  would  be  no  more  paper  in  circuiatdon 
than  under  a  purely  metallic  currency  I ! 

It  is  quite  dear  that  this  is  pure  and  simple  hAwmn ;  and,  if 
we  may  coin  the  funds  into  money,  we  may  just  as  well  otun  the 
knd  into  money ;  and  &eai  where  should  we  be  ? 

24.  Certainly,  it  is  an  excellent  plan  fw  evwy  one  to  boy  the 
funds  with  their  cash,  aod  then  to  be  allowed  to  have  it,  too,  in 
tiie  form  of  notoi.  At  all  events,  so  long  as  this  is  permitted, 
let  no  one  langh  at  John  Law. 

But  even  this  does  not  shew  the  Ml  extent  of  Uie  oror  of 
those  who  tiiink  that  the  Book  Actof  1844  eofocces  the  "Cumacj 
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PriDciple."  The  bankii^  departmetit  of  the  Bank  does  bnHineee 
like  aaj  other  bank.  That  is,  it  purchases  or  diaconnte  bills  of 
ezchauge  in  the  first  instance,  by  creating  Credit  in  its  books; 
that  is,  it  increases  its  liabilitjr  in  another  form  besides  notes. 
This  Credit  is  eqoally  in  excess  of  the  metallic  Onrrenc;.  The 
teserre  of  notes  and  gold  being  the  basis  of  the  Bank's  power 
of  creating  credit,  of  coarse,  they  most  use  their  own  jndgmeat 
as  to  how  far  they  maj  safely  extend  this,  jnst  as  every  other 
banker  does.  But  any  one  who  examines  the  Bank's  retnms 
will  perceive  that  its  liabilitiee  payable  on  demand  exceed  its 
notes  in  reserve  and  gold  many  times. 

Therefore,  it  is  quite  clear  that  those  who  serionsly  maintain 
that  the  Bank  Act  really  carries  ont  the  "  Cnrrency  Friadi^" 
must  maintain  this  proposition ; — 

Twice  15  millions  +  an  indefi-      1  _     ,,,. 

nite  number  of  millions  \     =  ^^  ^^hona. 

It  has  been  shewn  that  In  Banks  ccmstmcted  on  the  "  Currency 
Principle,"  the  Credit  created  is  always  nactly  equal  in  quantity 
to  the  money  deposited  and  kept  in  the  Bank.  But  how  does  this 
matter  stand  with  the  Bank  of  England?  Let  us  test  this 
principle  by  any  one  of  its  published  returns  taken  at  random. 
On  Uie  37th  March,  1873,  it  appears  that  the  Credit  created 
by  the  Bank  amounted'  to  £61,021,187,  and  the  specie  held 
by  the  Bank  amounted  to  £2S,886,37S,  or  about  2*6  to  1.  If, 
therefore,  it  be  maintained  that  the  Bank  is  constructed  on 
the  "Currency  Principle,"  it  most  tdso  be  maintained  that  2*6  aia 
equal  to  1. 

As  a  matter  of  pure  arithmetic,  therefore,  it  is  perfectly 
manifest  that  the  Bank  Act  cranpletely  fails  to  cany  out  Qm 
"  Principle "  it  was  intended  to  enforce.  In  fact,  the  framers  of 
the  Bank  Act  had  a  Theory,  and  they  passed  an  Act;  bat  they 
never  took  the  slightest  pains  to  ascertain  whether  the  Act 
oorreqmnds  with  the  Theory. 

Now,  we  say  nothing  here  as  to  the  correctness,  or  the 
contrary,  of  the  "  Currency  Principle,"  or  as  to  the  expediency 
of  carrying  it  ont;  but  to  suppose  that  the  Bank  Act  does  real^ 
carry  it  out  is  simply  one  of  the  most  astoni^ing  delusionB  that 
ever  deceived  the  public  mind.  Traly  says  Bastiat — "To  be  the 
dupe  of  another  is  not  very  pleasant;  but  to  employ  a  vast 
apparatus  to  dupe  oneself,  to  dupe  oneself  doubly,  and  m  a  titnpl» 
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matUr  of  arithmetic,  is  well  calculated  to  abate  a  little  one's  pride 
in  this  enlightened  age." 

Every  banker  whatever  who  diaconnts  a  bill  of  exchiuige, 
violates  the  "  Cnirency  Prindple.  There  is  no  mode  whatever  of 
carrying  cat  the  "  Carrency  Principle"  but  by  abolishing  dieooant 
banking  altogether;  the  banks  coostmcted  on  Uiia  principle  did  no 
disoonnt  bnflineas. 

25.  Lord  Overstone,  in  his  evidence  before  the  Committee  of 
the  Honse  of  Commons,  sud  that  it  was  a  f^damental  vice  of  the 
principle  devised  by  the  Directors  in  1832,  to  carry  ont  the 
doctrines  of  the  BnlUon  Beport,  that  the  gold  might  all  leave  the 
country  withont  cansing  any  diminution  of  the  amonnt  of  Notes  in 
the  hands  of  the  public:  and  we  hare  seen  that  this  assertion  was 
completely  verified  in  1839. 

It  was,  therefore,  ei^n^eBly  declared  that  it  was  the  purpose  of 
the  Act  to  cause  a  withdrawal  of  Bank  Notes  tiom  drcnlatioD, 
i,  e.,/rom  the  public,  exactly  eqnal  in  quantity  to  the  gold  with* 
drawn  from  the  Bank — in  strict  accordance  with  the  "  Currency 
Principle:"  and  it  was  supposed  that  if  the  Directors  neglected 
this  duty,  the  "  Mechanical "  action  of  the  Act  wonld  compel 
them  to  fulAI  it.  It  is  now  to  be  shewn  how  this  expectation  was 
fulfilled. 

No  occasion  arose  for  testing  the  powers  of  the  Act  till  April, 
1847.  The  well  known  disasters  of  1846  caused  a  steady  drain  of 
bullion  from  the  Bank  to  commence  in  September,  1846.  But 
Qie  Bank  made  no  alteration  in  the  Rate  of  discount  till  Jannary, 
1647,  when  the  bullion  was  below  14  millions,  when  it  raised  it  to 
S^.  Having  lost  another  million  in  a  fortnight,  it  raised  discount 
to  4  per  cent.  But  it  made  no  alteration  till  it  had  lost  three 
millions  more,  and  then  it  raised  discount  to  5  per  cent.  Here  we 
have  exactly  the  same  inveterate  error  committed  by  the  Bank  as 
on  so  many  previous  occasions — an  immense  drain  of  bullion,  and 
yet  none  but  the  most  feeble,  inefficient,  and  puerile  means  taken 
by  the  Bank  to  stop  it.  But  this  pressure  is  an  excellent  example 
to  test  the  alleged  "  mechanical "  action  of  the  Act.  We  shall 
now  see,  1st,  How  the  Bank  was  inclined  to  act  on  the  principle; 
and  2ndly,  Supposing  they  were  disinclined  t^^  do  so,  how  far  the 
Act,  by  its  self-acting  principles,  could  compel  them  to  do  so. 
The  following  figures  speak  for  themselves  : — 
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But  HoM*. 

Dtmiat 
FgrCant. 

1846. 

'fS£ 

HeMtalbwm 

ToulAmDont 

KDgUDd. 

Angiut39 

30,436,000 

9,460,000 

16,866,000 

B 

Octobers 

20,fi61,000 

8.809.000 

16,817,000 

30.971,000 

7.266.000 

14,760,000 

19.649.000 

6,664,000 

16,163,000 

1847. 

January  9 

20,837.000 

e,71S,000 

14.808,000 

16 

30,679,000 

6,646,000 

13.949.000 

3* 

— 80 

20,169,000 

6,704,000 

13.903,000 

4 

FebroftiyaO 

19,188,000 

6,917,000 

12,216,000 

Harche 

19,979,000 

5,715,000 

11.696,000 

20 

19,069,000 

6,419,000 

11.232.000 

April   3 

19,8B6,000 

8,700,000 

10.246,000 

10 

30,343,000 

2,568,000 

9,867,000 

6 

26.  These  figures  shew  the  atter  fiitility  of  the  idea  that,  oa 
the  bnllion  diminishes,  the  Act  conid  compel  a  reductioD  of  notes 
io  the  hands  of  the  pnblic,  for  the  notes  in  circnlation  were  within 
an  insignificant  trifle  aa  large  in  amonnt  when  the  bnllioa  was 
only  £9,867,000,  as  when  it  was  f  16,3C6,000.  Consequently, 
nothing  conld  be  a  more  total  and  complete  ikilure  of  the  Act  of 
1644,  on  the  very  first  occasion  its  services  were  reqaired;  and  it 
was  manifestly  proTed  that  the  Act  provided  no  effectnal  check 
against  mismanagement  on  the  part  of  the  Bank. 

Whence  did  this  failure  arise  ?  From  this  very  simple  cirenm- 
stance.  The  framers  of  the  Act  snpposed  that  there  is  only  one 
way  of  estravting  gold  from  the  Bank,  namely,  by  means  of  its 
Notes :  and  that  if  people  want  gold  they  must  bring  in  Notes, 
and,  consequently,  as  the  gold  comes  out.  Notes  must  go  in. 

Bnt,  as  a  matter  of  simple  banking  business,  there  are  Two 
methods  of  extracting  gold  from  the  Bank — namely,  by  Notes  and 
Chequeb.  Those  persons  who  have  Credit  in  its  books  may  go 
and  present  Cheques,  and  thna  draw  ont  every  otmce  of  gold  from 
the  banking  department,  withont  a  mngle  Bank  Note  being  with- 
drawn from  the  pnblic. 

In  fact,  instead  of  withdrawing  the  notes  from  the  pnblic,  as 
was  intended  by  the  Act,  the  Directors  threw  the  whole  effect  of 
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the  drain  of  gold  oq  their  own  reeeires.  And  that  happened  in 
this  way.  The  pablic  has  two  methods  of  drawing  gold  from  the 
banking  department,  namely,  by  Xofaes  and  Cheqaes;  bnt  the 
banking  department  has  only  oru  method  of  drawing  gold  &om  Uie 
iaane  department,  namely,  its  Notes  in  reserve.  And  when  tiie 
Bank  felt  a  drain  on  its  banking  department  for  gold,  it  bad  to 
replenish  it  by  obtaining  a  fresh  supply  from  the  issne  department, 
at  the  same  time  giving  up  an  exactly  eqoal  amount  of  Notes. 
And  thns  tlie  whole  drain  fell  on  its  own  reserres. 

No  legislation  can  prevent  this  power  of  extracting  gold  from 
the  Bank  by  means  of  Cheques.  And  thus  is  explained  the 
complete  failnre  of  the  "  Mechanical "  action  of  the  Act  to  compel 
the  DirectoiB  to  carry  out  the  "Currency  Principle."  The 
Directors  were  able  to  commit,  and  actually  did  commit,  the  very 
same  error  as  they  had  done  before  the  Act — which  Lord  Over- 
stone  had  truly  said  was  the  fundamental  vice  of  tiie  Bank 
principle  of  1832 — and  it  was  powerless  to  prevent  them. 

And  this  ample  taet  completely  upsets  the  whole  theory  of 
the  Act. 

The  fact  is  there  are  two  teaks  to  the  ship.  The  framers  of 
the  Act  could  only  peroeive  one ;  and  they  only  provided  againat 
one:  and  they  were  utterly  astonished  to  find  the  ship  rapidly 
sinking  iHim  the  otfia-  leak  tiiey  had  forgotten ! 

27.  Now  as  the  Act  notoriously  and  manifestly  foiled  in  this 
most  important  point,  which  was  fhlly  and  candidly  admitted  by  . 
Sir  Robert  Peel,  it  becomes  a  natural  inquiry  to  aak  why  it  foiled 
on  the  very  point,  which  it  was  suppoeed  it  had  rendered  so 
secure.  We  reply  to  this  that  the  Act  failed  because  it  aimed  at 
tAe  wrong  mark  allogelhtr.  It  wholly  missed  tlte  true  point  in 
the  case. 

In  former  times  it  was  a  mercantile  dogma  that  the  Ezdianges 
could  only  be  against  the  country  in  consequence  of  its  b^g 
indebted  to  other  countries.  Nothing  can  be  more  striking  than 
the  vicious  circle  in  which  the  Commercial  witnesses  argued 
before  the  Bullion  Committee  of  1810.  They  maintained  with 
unflinching  perseverance  that  the  Exchanges  could  only  be  adverse 
because  the  country  was  indebted:  and  as  the  Exchanges  were 
adverse,  they  maintained  that  the  oonntry  must  be  indebted 
(without  the  slightest  inquiry  into  the  foct)  because  the  exdianges 
were  adverse. 
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However,  the  Bullion  Committee  cmnpletely  diBproved  thia 
Cwomercial  d(^;ma;  and  they  demonatrated  beyond  dtipote,  tiiat 
the  depreciated  papei  cmrency  was  the  oanse  (^  the  exohangoB 
being  apparently  adverae;  bnt  that  when  this  depreciated  pi^ier 
corrency  was  rednoed  to  its  true  valne  in  gold,  the  Exdianges 
were  in  reali^  in  favour  of  the  conntiy. 

The  Commercid  witneBses  maintained  tliat  when  tite  indebtedncM 
was  paid  off,  the  drain  ai  bullion  wonld  oeaae  of  itself.  Bat  the 
Bnllion  Committee  proved  Uiat  with  a  paper  currency  bd  depre- 
ciated as  Bank  Notes  then  were,  the  drain  wonld  not  ceaae  nntil 
aU  the  specie  in  circulation  had  left  the  conntry,  which  was  amply 
Terified. 

The  Bnllion  Ccnnmittee  thns  shewed  that  there  are  tioo  oansefl 
of  a  drain  of  bnllion — 1st,  the  indebtedneas  of  the  conntry;  2nd, 
a  depreciated  paper  currency. 

But  in  onr  Theory  and  Practke  of  Bankmg,  we  shewed  that 
there  is  thibd  cause  of  a  drain  of  bnllion,  and  an  adverse 
exchange,  which,  however,  it  might  be  known  among  commercial 
men  had  never  yet,  that  we  have  seen,  found  its  way  into  any 
commercial  book  whatever,  and  moat  certainly  had  never  beea 
Inrongfat  forward  prominently  before  the  public  in  Corrency 
discnsdons,  as  a  caoee  of  an  adverse  Exchange,  wholly  irrespective 
of  any  indebtedness  of  the  conntry,  or  of  the  state  of  the  Vapa 
Currency. 

The  Principle  ia  this — 

That  when  the  Rate  of  Diecount  between  any  two  placet  difftrt 
by  mere  than  si^iaenl  to  pay  the  cost  of  transmitting  bullion  from 
one  place  to  the  other,  bullion  wiUfiow  from  wh^e  discount  it  lower 
to  where  it  ia  higher. 

The  old  mercantile  dogma  was  that  Bills  of  Exchange  caa 
only  be  created  to  represent  deUs  aridng  &om  the  sale  of  mer- 
cha^ae :  and  if  there  are  no  debts,  there  will  be  no  billa  created : 
and  that  when  billa  are  paid,  no  more  bullion  will  go. 

But,  snppose  (the  state  of  Credit  at  both  placea  being  assumed 
to  be  equally  secure)  that'  the  Bate  of  Discount  at  London  was 
2  per  cent.,  while  the  Bate  at  Paris  was  8  per  cent.,  we  shewed 
that  bnllion  dealers  wonld  fabricate  bills — not  based  upon  any 
previous  debts,  or  any  mercantile  tranaactaoa  whatever — ^but 
limply  for  the  sake  of  being  diaconntfid ;  that  is,  for  the  pnrpose 
of  baying  gold  in  London  at  2  per  cent.,  and  selling  it  in  Paris 
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at  8  per  cent.,  and  this  operation  wiU  infallibly  go  on,  and  the 
drain  of  bullion  will  not  cease  nntil  the  Bates  of  Disooont  ore 
BO  nearly  eqnaUaed  aa  to  destroy  the  pro&te  to  be  made  bf 
fobricating  bills.  Hence,  if  each  a  state  of  things,  as  is  just 
BQppoaed,  arises,  the  Bank  must,  as  an  indispensable  measure 
to  preserve  ita  own  secnrity,  raise  its  Rate  of  Discount  so  as  to 
destroy  these  piofite,  and  so  arrest  the  drain  which  is  exdnsively 
caused  by  the  diBereuce  of  the  Bates  in  the  two  places. 

Now,  this  practice  canses  no  increase  of  Bank  notes  in  circula- 
tion ;  on  the  contrary,  tbey  are  not  wanted :  it  is  gold  that  U 
demanded  and  taken  for  export,  and  it  steals  out  of  the  country 
noiselessly  and  unobserved.  Also,  if  bankers  in  this  country  will 
perveraely  maintain  the  rate  of  discount  lower  here  than  in 
neighbonring  countries,  and,  therefore,  lower  than  the  natural 
rate,  persona  in  foreign  cotmtries  send  their  debts  or  secoritiee 
OTer  here  for  sale,  and  the  proceeds  are  remitted  abroad.  Conse- 
quently (his  practice  canses  an  export  of  gold  without  diminishing 
the  notes  in  circulation.  Of  all  species  of  pn^rty,  debts  are  the 
moet  easily  transportable.  The  chaises  even  on  the  tranamiaaitHi 
of  gold  are  heavy  compared  to  those  on  the  transmission  of  debts. 
Debts  to  any  amoimt  can  be  transmitted  from  one  country  to 
another  at  the  mere  expense  of  the  postage.  Consequently,  if  the 
Americans  can  only  get  £S5  per  cent,  for  their  debts  in  their  own 
country,  and  they  can  get  £96  per  cent,  in  England,  of  course, 
they  will  send  them  here  in  vast  quantities  for  reaUaation.  This 
was  eminently  and  notoriously  the  case  in  1839j  when  the  Bank 
of  England  kept  ita  rate  so  perversely  below  the  natural  rate,  and 
it  was  the  cause  that  aggravated  the  drain  of  bullion  to  bo 
alarming  an  extent.  Hence  we  have  shewn  that  beyond  the 
canses  universally  known  for  an  export  of  specie,  namely,  pay- 
ments of  gennine  debts,  there  is  another  and  most  potent  canae, 
whose  importance  has  only  recently  been  aufficiently  recognised — 
uunely,  an  unnatural  depreasion  of  the  rate  of  dtaconnt,  below 
that  of  neighbonring  countries. 

Now,  thia  principle  was  certainly  not  generally  nnderstood  at 
the  time  the  Bank  Act  of  1844  was  passed ;  and  in  our  work  on 
Banking  (1856)  we  stated  thia  as  a  fundamental  priudple  in 
the  Onrrency — 

"  An  improperly  hw  Bate  of  THsamnt,  is  in  ils  practical  effeett, 
a  depreciation  of  the  Citrrency." 
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"We  therefore  shewed'  that,  the  only  true  method  of  strikiDg  at 
this  demand  for  gold  is  by  raising  the  Ratk  of  Discx>unt,  and 

that  the  trae  great  power  of  governing  and  controUiDg  the  Paper 
Currency,  or  Credit,  ia  by  carefully  adjdstino  the  Rate  0? 

DiSOOONT  TO  THE   STATE  OF  THE  FOEEIQN  ExCHAITaES,  AND  THB 
STATE  OF  THB  BOLLION  IN  THE  BanK. 

Now,  the  weak  point  in  the  Act  of  1844,  is  that  it  takes  no 
notice  of  this  grand  principle,  it  takes  no  precaution  that  the 
Directors  of  the  Bank  of  England  shall  recognise  it,  and  countcracb 
it.  On  the  contrary,  it  leaves  them  in  full  power  to  repeat  their 
oftrcommitted  error  of  cansiog  a  depreciation  of  the  Currency, 
from  an  unnaturally  low  rate  of  disconut. 

This  principle  was  extremely  ill  understood  in  1856,  when  our 
work  was  published,  and  was  very  unpopular;  but  its  truth  was 
soon  signally  verified,  and  acknowledged  to  be  tme  by  the  most 
competent  authorities.  After  the  great  crisis  of  1857,  a  Com- 
mittee of  the  House  of  Commons  was  appointed  to  investigate  its 
causes,  and  Mr.  0.  W.  Norman,  a  Director  of  the  Bank  of 
England,  and  one  of  the  most  prominent  and  distinguished 
advocates  of  the  "  Cuirenf^  Principle,"  and  of  the  Bank  Act  of 
1844,  was  asked — Q.  8529.  "Is  it  not  priocipally  by.raising  the 
rate  of  iutoteEt  that  yon  check  the  amount  of  discounts  which 
may  be  demanded  of  you? — Yes;  we  have  found,  contrary  to  wlutt 
would  have  been  anticipated,  that  the  power  we  possess,  and  which 
we  osercise,  of  raising  the  rate  of  discount,  keeps  the  demand 
upon  UB  within  manageable  dimensions.  There  are  other  restric- 
tions which  are  lees  imi>ortant.  The  rate  we  charge  for  our 
Oicmmta  wejiiid,  in  general,  ia  a  sufficient  check." 

In  1861,  Mr.  Goschen  published  his  Theory  of  the  Foreign 
Exchanges,  in  it  he  says — 

"  The  efficacy  of  that  corrective  of  an  unfavourable  state  of  the 
Exchanges,  on  which  we  have  been  dilating  {i,  e.,  raising  tlie  rate 
of  discount)  boa  been  most  thoroughly  tested  by  late  evente. 
Every  advance  in  the  Bank  rate  of  discount  has  been  followed  by 
a  turn  of  the  Elichangca  in  &vour  of  England,  and  vice  vend,  aa 
soon  as  the  rate  of  interest  was  lowered,  the  Exchanges  became 
less  favourable." 

This  is  now  the  acknowledged  principle  upon  whicli  the  Bank 
of  England  ia  managed;  and  after  our  work  was  published  in 
1856,  the  TJsuiy  Laws  in  France  were  modified  in  order  to  enable 
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the  Bank  of  France  to  adopt  it,  and,  in  fact,  it  is  now  uniTereally 
adopted  by  eveiy  bank  in  the  world. 

In  former  timee,  when  the  only  comnioni cation  between  different 
countries  was  by  means  of  Bailing  ships  and  common  roads,  and 
therefore  very  alow,  expensive,  and  uncertain,  this  principle, 
though  actually  true,  coold  seldom  be  called  into  action,  because 
the  cost  and  delay  of  the  transport  of  gold  wonld  far  exceed  any 
profit  to  be  made  in  the  difference  of  the  Rates  of  Diacoont,  in 
qniet  times.  It  was  like  some  mechanical  force,  which  actually 
exists,  but  which  is  overpowered  and  prevented  from  producing 
any  visible  effect,  in  consequence  of  friction.  But  it  did  act  in 
times  of  commercial  crisis,  when  the  rate  became  extreme.  In 
1799,  enormous'  failures  took  place  in  Hambui^;  discount  rose  to 
15  per  cent.,  and  this  rate  immediately  drew  away  gold  from 
England- 

But  in  modem  times,  since  commnnications  have  been  so  much 
accelerated  and  cheapened,  even  since  the  Act  of  1844,  by  means 
of  railroads  and  steamers,  this  friction,  as  we  may  call  it,  has  been 
immensely  diminished;  and  this  great  principle  is  called  into 
action  with  a  much  less  difference  between  the  Rates  of  Discount 
than  at  any  former  period.  Bullion  would  probably  take  ten 
days,  formerly,  to  go  from  London  to  Paris',  it  can  go  now  in  ten 
hours,  and  at  probably  the  hundredth  port  of  the  expense.  A 
difference  of  2  per  cent,  between  the  rales  of  discount  in 
London  and  Paris,  will  now  draw  bullion  from  one  place  to  the 
other. 

On  Ike  ramen  which  compelled  the  Stispmeion  of  the  Bank  Act  in 
1847,  1857,  and  1866. 

28.  The  monetary  pressure  which  we  have  been  considering 
passed  away  for  the  time,  but  another  mnch  more  severe  came  oa 
in  the  anturan,  which  ended  in  a  monetary  panic,  and  on  the  25tJi 
November,  1847,  the  Government  authoriaaJ  the  Bank  to  exceed 
4.he  limits  allowed  by  the  Act  of  1844,  if  they  considered  it 
necessary  so  to  do  to  restore  commercial  confidence.  This 
suspension  of  the  Act  was  perfectly  auccesafnl;  and  on  two  similar 
occasions,  in  1857  and  in  18G6,  a  similar  course  was  followed  with 
similar  results.  We  have  given  a  full  narrative  of  the  course  of 
events  preceding  these  panics  in  our  Theory  and  Praelvx  of  Banking, 
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to  which  we  mnet  refer  those  who  desire  foil  information  on  the 
subject.  We  mnst  now  only  examine  the  reasons  which  made  this 
course  necessary,  and  wh;  it  was  socceeafaL 

Ever  since  the  enormous  development  of  the  Credit  system  of 
commerce  in  modem  times,  great  commercial  failures  hava 
periodically  recnrred,  prodncing  the  most  wide-spread  distress; 
and  there  have  been  two  conflicting  Theories  as  to  what  the  action 
of  the  Bank  onght  to  be  in  a  Itlonetary  Crisis. 

1.  One  Theory  maintains  that  in  snch  a  Crisis  the  Bank 
shonld  liberally  expand  its  issues,  to  support  Commercial  Credit. 
This  Theory  may  be  called  the  Expibsivb  Theory. 

2.  The  other  Theory  maintains  that  in  such  a  Crisis  the  Bank 
shoald  rigorously  restrict  its  isanes  to  their  usual  amount,  or 
even  contract  them.  This  Theory  maybe  called  the  Restriotivb 
Theory. 

Both  these  Theories  have  been  tried  in  practice,  and  discussed 
by  the  most  eminent  authorities,  and  we  may  snccintly  examine 
the  results. 

The  first  great  monetary  crisis  in  modem  times  took  place  in 
1763,  after  the  termination  of  the  seven  years'  war.  This  great 
disaster  occurred  at  Hamburg  and  Amsterdam,  where  the 
"Currency  Principle"  was  in  Ml  operation,  and  there  was  no 
Banking  Credit  whatever,  except  what  represented  specie.  The 
foilnres  began  at  Amsterdam  among  the  principal  merchants.  The 
Bank  had  no  power  to  assist  them;  and  the  resources  of  the 
private  bankers  were  exhausted.  Hearing  that  the  Amsterdam 
bankers  had  determined  to  allow  the  merchants  bo  fail,  the 
Hamburg  bankers  wrote  to  them  in  the  greatest  alarm  to  say  that 
if  they  did  not  snpport  the  merchants,  they  would  instautly 
suspend  their  own  payments.  But  by  the  time  the  letter  reached 
Amsterdam,  the  merdianta  had  already  stopped.  General  failure 
folbwed  at  Hamburg,  where  no  business  was  for  some  time 
transacted  but  for  ready  money.  The  fkilores  were  equally 
general  throughout  Germany.  The  Crisis  extended  to  England,- 
and  Smith  says  that  the  Bank  made  advances  to  merchants  to  Che 
amount  of  a  million. 

Thus  we  see  that  the  "  Currency  Principle  "  was  no  protection 
whatever  against  a  Monetary  Crisis;  and  on  this  occasion  the 
Bank  acted  on  the  Expambivb  Theory. 

2  I  2 


id  ay  Google 


484  PRINCIPLES   OF   EC0S0MIC8.  Chip.  KVni. 

Id  1772  the  moatr  eevere  Moaetar/ Criais  in  England  eince  the 
Roath  Sea  scheme  took  place.  On  this  occasion  again  tlie  Bank 
came  fonvard  to  mpport  Commercial  Credit. 

In  1782,  our  unhappy  war  with  America  was  ended;  and  the 
usual  results  of  the  termination  of  a  great  contest  took  place. 
The  Bank  had  greatly  extended  its  issnes;  and  a  very  alaming 
drain  of  specie  took  place,  which  at  one  time  threatened  to  compel 
them  to  stop  payment.  The  Directors,  however,  considered  that  if 
they  eonld  only  restrain  their  issues  for  a  short  period,  the  retnras 
in  specie  in  payment  of  the  exports  would  soon  set  in  in  a  more 
rapid  manner  than  they  went  out.  They  determined,  therefore,  to 
make  no  communication  to  the  Government,  bvl  fm-  theprettnt  Ut 
contract  i^r  issues  until  the  Exchanqes  turned  in  their 
FAVOUR.  The  Bank  felt  the  greatest  alarm  in  May,  1783.  They 
then  refused  to  make  any  advances  to  Government  on  the  loan  of 
that  year;  but  they  did  not  make  any  demand  for  payment  of 
their  other  advances,  which  were  between  9  and  10  millions. 
They  continued  this  policy  np  to  October,  when  at  length  the 
drain  had  ceased  from  the  conntry,  and  money  had  begnn  to  flow  iu 
from  abroad.  At  length,  iu  the  autumn,  when  the  fitvoaiabla 
signs  began  to  appear,  they  advanced  freely  to  Government  on  the 
loan,  although  at  that  time  the  cash  in  the  Bank  was  actnally 
lower  than  at  the  time  they  felt  the  greatest  alarm.  It  was  then 
reduced  to  £473,000. 

The  doctrine  then  stated  by  Mr.  Bosanquet  that  guided  ttte 
Directors  was  this — ^That  whOe  a  drain  of  specie  was  going  on, 
their  issnes  should  be  contracted  as  mnch  as  possible;  but  that  as 
soon  as  the  tide  had  begnn  to  give  signs  of  ceasing,  and  tnming 
the  other  way,  it  was  then  safe  to  eitend  their  issues  freely.  This 
policy  had  been  entirely  successful,  and  the  credit  of  the  Bank 
was  saved. 

29.  After  the  peace  of  1782,  the  commercial  energies  of  the 
conntry  were  greatly  developed:  to  carry  on  this  increased 
commerce  a  greatly  enlarged  currency  was  necessary;  and  as  the 
monopoly  of  the  Bank  prevented  solid  banks  being  founded, 
innumerable  tradesmen  started  np  in  every  part  of  the  coantTy 
issaing  notes.  Burke  says  that  when  he  came  to  England  in  1 750, 
there  were  not  twelve  bankers  oat  of  London;  in  17g2  there  were 
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aboat  400:  the  great  majority  being  grocers,  tailors,  drapers,  and 
petty  shop-keepers.  In  the  antoma  of  1702  very  nomerons 
failures  took  place  in  Europe  and  America.  In  JMinary,  1793, 
the  general  alarm  was  greatly  increased  by  the  rapid  progress  of 
the  French  EeYolution.  Some  great  failnrea  occnrred  in  London 
in  February:  and  soon  the  panic  spread  to  the  banks.  Of  these 
100  stopped  payment,  and  200  were  much  shaken.  The  pressure 
in  London  was  intensci  and  this  naturally  produced  a  demand  on 
the  Bank  for  sapport  and  disconnts.  Bnt  the  Bank  being 
thoroughly  alarmed,  resolved  to  contract  its  issues :  bankroptcies 
multiplied  with  frightful  rapidity.  The  Goyemment  urged 
the  Bank  to  come  forward  to  snpport  Credit,  but  they  resolntely 
declined. 

In  t^e  meantime  the  moat  alarming  news  came  from  Scotland. 
The  public  hanks  were  quite  nnable,  with  due  regard  to  their  own 
safety,  to  support  the  private  bankers  and  commerce.  Unless 
they  received  immediate  assistance  from  Government,  general 
failure  would  ensue.  When  nniveraal  failure  seemed  imminent. 
Sir  John  Sinclair  remembered  the  precedent  of  1697,  when  the 
public  distress  was  allayed  by  an  issne  of  Eschequer  bills,  A 
Committee  of  the  House  of  Commons  was  appointed,  who  reported 
that  the  sudden  discredit  of  so  large  an  amount  of  bankers'  notes 
had  produced  a  most  inconvenient  deficiency  in  the  circnlating 
medium;  and  that  unless  a  circulating  medium  was  provided,  a 
general  stoppage  must  take  place.  They  recommended  that 
Exchequer  bills  to  the  amount  of  £5,000,000  should  be  issned  under 
the  directions  of  a  board  of  commissioners  appointed  for  the 
purpose,  in  sums  of  £100,  £50,  and  £20. 

No  sooner  was  the  Act  passed  than  the  Committee  set  to  work. 
A  lai^e  sum,  £70,000,  was  at  once  sent  down  to  Manchester  and 
Glasgow,  on  the  strength  of  the  Exchequer  bills,  which  were  not 
yet  issued.  This  unexpected  supply/  coming  so  much  earlier 
than  was  expected,  operated  like  magic,  and  had  a  greater  efiect  in 
restoring  credit  than  ten  times  the  sum  could  have  had  at  a  later 
period. 

'When  the  whole  business  was  concluded,  a  report  was  presented 
to  the  Treasury.  It  stated  that  the  knowleclge  that  loans  might 
be  had,  operated,  in  many  instances,  to  prevent  them  being 
required.  The  applications  granted  were  288,  and  the  sum 
advanced  was  £3,855,624.    The  whole  sum  advanced  was  repaid; 
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two  only  of  the  parties  asaisted  became  bankrupt ;  all  the  others 
were  altimately  eolrent,  and  in  many  instances  poeeesaed  of  great 
property.  A  considerable  part  of  the  sum  was  repaid  before  it 
was  dne,  and  all  the  rest  with  the  ntmoet  pnnctnality.  After 
all  expenses  were  paid,  the  transaction  left  a  clear  profit  to  the 
tiovernment  of  £4,^48. 

Contemporary  writers  alt  bear  witness  to  the  extraordinary 
effects  prodnced.  Macpherson  says,  that  the  very  intimation  of 
tiie  intention  of  the  Legislature  to  support  the  merchauts, 
operat«d  like  a  charm  over  the  whole  country,  and  in  a  great 
degree  superwded  the  necessity  of  relief  by  an  almost  inslantaiieouB 
restoration  of  confidence.  Sir  Francis  Baring  concurs  in  this 
view,  and  addncea  the  remarkable  snccess  of  the  measure  as  an 
argnment  to  shew  the  mistaken  policy  of  the  Bank.  After  carefnt 
deliberation,  the  Bullion  Report  warmly  approved  of  it;  censored 
the  proceedings  of  the  Bank;  and  especially  cite  it  as  aa 
illustration  of  the  principle  they  laid  down,  that  an  enlai^^ 
accommodation  is  the  true  remedy  for  that  occasional  failure  of 
confidence  to  which  our  system  of  Paper  Credit  is  nnavmdabty 
cxpoeed. 

This  occasion,  therefore,  is  a  most  important  eiiunple  of  the 
beneficial  effects  of  the  Expansive  Theory  in  a  monetary 
panic. 

SO.  Towards  the  end  of  17£W  the  exchanges  began  to  fall 
rapidly,  and  in  May,  1795,  were  so  low  that  it  was  profitable  to 
export  bullion.  While,  however,  the  exchanges  were  so  adverse, 
the  issues  of  the  Bank  were  immensely  extended,  from  circnm- 
stances  which  are  too  long  to  state  at  length  here,  but  which  we 
have  given  elsewhere,'  and  which  there  is  no  necessity  to  detail, 
because  the  simple  fact  is  enough  that  the  issue  of  Bank  Notes 
was  greatly  increased  while*  gold  was  rapidly  leaving  the  coantry. 
The  Directors  now  became  seriously  alarmed  for  the  safety  of 
the  Bank,  and  took  the  most  rigorous  measures  to  contract  their 
issues.  In  April,  1 796,  tfaecxchangcB  became  favourable,  and  Uiey 
continned  to  be  so  till  February,  1797, 

The  excessive  contraction  of  its  issues  by  the  Bank  caused  the 
greatest  inconvenience  to  commerce,  and  a  meeting  of  bankers 
and  merchants  was  held  to  devise  some  means  of  relief.     The 

I   Theory  andPraclict  oj  Baniiay,  '^oj.,  YIl.,  %  103—125. 


tzsd  by  Google 


i  29,  80.]    FAILURE  OF  THE    UBSTBICTIVE  THEORY.       467 

failures  among  the  oonnhy  bankeTs  in  1793  bad  cansed  an 
immense  dlminntion  of  tbe  conotrj  iasnee,  and  Thornton  says 
that  in  tbe  lost  three  months  of  1796  the  iBsues  of  the  Bank  were 
DO  higher  than  they  bad  been  in  1782,  with  an  amount  of 
commerce  many  times  larger  than  in  that  year.  Ab  the  public 
ooold  not  get  Notes,  they  made  a  steady  and  continaoos  demand 
for  gnineas :  and,  altlwvgh  the  exchanges  were  favourable  to  the 
country,  and  gold  was  coming  in  from  abroad,  there  was  a  severe 
drain  on  tbe  Bank  for  gold.  Political  circnmstances  added  to  tbe 
alarm,  and  about  the  middle  of  Febmary  a  stoppage  of  conntry 
banks  became  general.  The  panic  reached  London,  and  a  general 
mn  b^an  upon  tbe  bankers.  Before  this  the  Directors  had  used 
the  most  violent  efforts  to  contract  their  issues.  In  five  weeks 
they  had  reduced  them  by  nearly  £2,000,000.  On  the  Slst 
Jannary  they  were  £10,550,830,  on  the  21st  Februaiy  they  were 
£8,640,250.  Bnt  even  this  gave  no  true  idea  of  the  curtailment 
of  mercantile  accommodation ;  for  the  private  bankers  were  obliged, 
for  their  own  secority,  to  follow  tbe  example  of  the  Bank.  In 
order  to  meet  their  payments,  persons  were  obliged  to  sell  their 
stock  of  all  descriptions,  at  an  enormous  Bacrifice.  Tbe  S  per 
cents,  fell  to  51 1 

On  Saturday,  the  25th  Febmary,  1797,  the  specie  in  the  Bank 
was  reduced  to  £1,272,000,  with  tbe  drain  becoming  severer  every 
honr.  The  Directors  now  felt  that  they  could  hold  out  no  longer : 
and  on  Snnday  a  Cabinet  Conndl  was  held,  and  an  order  in 
Conncil  issued  directing  the  Bonk  to  suspend  payments  in  cash 
until  the  sense  of  Parliament  could  be  taken  on  the  snbject. 
Accordingly,  on  Monday,  tbe  27th,  the  cash  being  then  re* 
•  dnced  to  £1,086,170,  the  Bank  suspended  payments  in  cash, 
and  did  not  resume  them  partially  till  1816,  and  completely 
till  1821. 

Bat  immediately  this  was  done,  they  enlarged  their  accommo- 
dation liberally  ;  within  a  week  they  increased  their  issues  by 
two  millions,  and  the  relief  was  very  great.  A  meeting  of 
4,000  merchants  and  bankers  agreed  to  support  the  credit  of  the 
Notes. 

Tbe  most  eminent  authorities  afterwards  severely  censured  the 
management  of  the  Bank.  Thornton  said  that  the  excessive 
contraction  of  Notes  had  shaken  public  credit  of  all  descriptions. 
and  bad  caused  an  unusually  scvero  demand  for  gnineas:  that  the 
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Bank  ought  to  hare  extended  ite  iesnee  to  supply  the  place  of  the 
conntry  Notes  whiuh  were  diBcredited.  Boyd  was  clearly  of 
opinion  the  excessive  restriction  of  Notes  was  the  chief  caase  of 
the  forced  sale  and  depreciation  of  the  pablic  secnrities.  In  1810 
the  Governor  of  the  Bank  said,  that  after  the  experienc*  of  tlie 
policy  of  restriction,  many  of  the  Directors  repented  of  the 
measnre :  and  the  Bullion  Ccntmittee  explicitly  condemned  the 
polity  of  the  Bank,  both  in  1793  and  1797. 

Nothing,  in  short,  could  be  more  unhappy  than  their  regnlation 
of  their  issnes.  "When  the  exchanges  were  violentiy  adverse,  so 
that  it  was  very  profitable  to  export  gdid,  they  enhrged  tJiem  to 
an  extravagant  extent :  and  when  the  exchanges  were  extremely 
favonrable,  so  that  gold  was  flowing  in,  they  contracted  them  witii 
mereilesa  severity.  The  issncB,  which  were  £14,000,000  wheo 
the  exchanges  were  against  the  conntry,  were  rednced  to 
£8,640,250  when  they  had  been  for  several  months  eminently 
favourable.  The  entire  concurrence  of  the  evidence  shews  that  it 
was  this  excessive  restriction  of  credit  which  caused  the  severe 
demand  for  gold. 

And  now  we  see  the  practical  results  of  the  two  policies :  when 
all  commercial  and  banking  credit  was  on  the  vei^e  of  nniversal 
ruin,  it  was  saved  and  restored  by  the  ExPAuarvB  Theory  in 
1798:  in  1797  the  Restrictive  Theory  was  carried  out  to 
the  bitter  end,  asd  the  kesult  was*  the  Stoppage  of  thb 
Bahk. 

A  consideration  of  all  these  circnmstanoes  induced  the  Bullion 
Committee  to  condemn  the  Restrictive  Theory  in  the  most 
emphatic  terms;  and  all  the  greatest  mercantile  authorities  of  , 
that  period,  including  Peel  himself,  as  we  have  shewn,  in  1619, 
entirely  concurred  in  these  doctrines:  and  they  said  that  no 
limitation  of  the  Bank's  power  of  issue  could  ever  be  prescribed 
at  any  period,  however  remote.  That  period,  however,  came 
in  1844. 

The  next  great  crisis  was  in  1825.  Ever  since  the  beginning  of 
1824  there  was  a  continual  drain  of  bullion,  which  the  Bank  took 
no  means  to  stop.  It  fell  from  13|  millions  in  March,  1824, 
steadily  and  continuously,  to  barely  3  millions  in  November,  1825, 
when  eveiy  one  felt  a  crisis    to  be   impending.    The  papers 
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1  the  policy  of  the  Bank,  and  it  wae  generally  expected 
that  it  wonld  rigorously  contract  ite  issues.  The  panic  began  on 
Monday,  the  12th  of  December,  1825,  with  the  fall  of  Pole, 
Thornton  &  Co.,  one  of  the  principal  dty  banks,  which  drew  down 
with  them  forty  conntry  banks.  A  general  run  began  npon  all 
the  city  bankers.  For  three  daya  the  Bank  purened  a  policy  of  the 
moat  severe  restriction,  Mr.  Huskisson  said  that  during  48 
hgnrs  it  was  impossible  to  convert  into  money,  to  any  ext«nt,  the 
beat  aecnrities  of  the  Government.  Kscheqner  bills,  Bank  Stock, 
£aat  India  Stock,  as  well  as  the  public  funds,  were  unsaleable. 
At  last,  when  universal  stoppage  waa  '  imminent,  the  Bank 
completely  reversed  its  policy.  On  Wednesday,  the  14th,  it 
dis(X>nnted  with  the  utmost  profuseness.  Mr.  Harinan  said — 
"  We  lent  by  every  possible  means,  and  in  modes  we  had  never 
adopted  before ;  we  took  in  stock  as  secnrity ;  we  purchased 
Exchequer  bills :  we  made  advances  on  Eachequer  bills :  we  not  . 
only  discounted  outright,  but  we  made  advances  on  deposits  of 
bills  of  exchange  to  an  immense  amount :  in  short,  by  every 
possible  means  consistent  with  the  safety  of  the  Bank,  and  we 
were  not,  on  some  occasions  ovemice  ;  seeing  the  dreadful  state 
the  public  were  in,  we  rendered  every  assistance  in  onr  power." 
Between  Wednesday  and  Saturday  the  Bank  issued  £5,000,000  in 
Notes,  and  sent  down  to  the  country  a  large  box  of  £1  notes, 
which  they  accidentally  found.  This  bold  policy  was  crowned 
with  the  most  complete  success ;  the  panic  was  stayed  almost 
immediately,  and  by  Saturday  was  over. 

The  circumstauces  of  this  crisis  are  the  most  complete  and 
triumphant  example  of  the  truth  of  the  principles  of  the  Bullion 
Report,  and  of  the  Exfakbive  Theory :  and  signally  vindicate  the 
wisdom  of  Peel  in  1819,  when  he  refused  to  adopt  the 
Bestbictive  Theory,  and  impose  a  numerical  limit  on  the  Bank's 


The  next  crisis  was  in  1837:  but  the  Bank  foreseeing  it, 
judiciously  anticipated  it,  and  made  the  most  liberal  issues  to 
houses  which  required  it.  By  thus  adopting  the  Expamsitk 
Theory  in  good  time,  nothing  more  occurred  than  a  severe 
monetary  pressure,  whidi  was  prevented  from  deepening  mto 
a  crisis  entirely  by  the  judicious  conduct  of  the  Bank. 
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81.  Up  to  thiB  period  Sir  Robert  Peel  had  passed  throogh 
two  phases  of  opinion  with  regard  to  the  Carrency  Qaestion. 
When  comparatively  a  young  man,  he  had  formed  one  of  that 
fkmonfi  majority  of  the  House  of  Commons  which  had  conta- 
melionsly- rejected  the  Bullion  Report,  and  Toted  that  a  £1  note 
and  la.  were  exactly  equal  to  £1  and  7s.,  or  that  31  was  equal  to 
27.  In  1819  he  was  appointed  Chairman  of  the  Committee  of  the 
Uonse  of  Commons,  and  he  then  completcSy  adopted  tlie  doctrines 
of  the  Bnllioa  Report,  and  became  a  diaciple  of  the  school  of 
Horner,  Unskisson,  Thornton,  and  Ricardo.  But  in  1840  a  new 
school  of  Corrency  Theorists  had  arisen,  of  whom  the  meet 
dietingoisbed  were  Mr.  Jones  Loyd,  now  Lord  Overstone,  Colonel 
Torrena,  and  others.  These  influential  persons  saw  that  notwith- 
standing the  undoubted  truth  qf  the  doctrines  of  the  Bullion 
Report,  there  was  some  incurable  rice  in  the  management  of  the 
Bank  of  Ei^land,  which  had,  beyond  all  dispute,  greatly  conduced 
to  prepare  the  way  for  the  great  oouunercial  crisis  of  1825,  by  its 
extravagant  over-issues  of  notes.  They  found  that  the  Buik  was 
totally  unable  to  manage  itself  on  the  principles  it  profeased  to  be 
gnided  by.  They  traced  the  original  source  of  all  Commercial 
Crises  to  the  excessive  issues  of  Notes  by  banks.  They  adopted 
the  definition  of  "  Currency  "  as  being  Money  and  Bank  Notes, 
payable  to  bearer  on  demand  only,  to  the  exclusion  of  all  other 
fonns  of  P^Jer  Credit,  and  they  maintained  that  the  only  true 
principle  of  issuing  notes  was  that  when  notes  were  issued  they 
should  be  exactly  equal  in  amount  to  what  the  specie  would  be  if 
there  were  no  Notes. 

These  doctrines  being  stennonsly  urged  by  a  number  of  able 
and  inflnential  persons,  completely  converted  Sir  Robert  Peel, 
who  now  entered  .upon  a  third  phase  of  opinion  with  regard 
to  the  Currency  Question,  and  by  the  Bank  Act  of  1844  he 
endeavoured  to  give  effect  to  these  doctrines. 

Sir    Robert    Peel,   therefore,   determined    now    to  adopt  the 

Restrictive  Theory,  and  to  impose  by  law  what  every  eminent 

authority    of   former    times,   inclnding    himself,    had    solemnly 

condemned — a  numerical  limit  on  the  issues  of  the  Bank. 

"  3io  volvenda  »tas  commutat  tempors  rernm, 

Quod  fuit  in  pretio,  fit  noUo  denique  honore, 

Porro  oUud  aucc«dit,  e(  e  oonteinpUbuB  exit, 

Inqne  dies  magiB  appetitur,  Soretque  repertum 

LaudibuB,  et  mini'st  mortoleU  iuler  bouore." 
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The  Bank  Act  was  passed  amid  general  ^plause,  bat,  as  said 
above,  oa  the  very  first  occasion  on  whiuh  its  powers  were  tested, 
in  April,  1847,  it  completely  foiled  to  compel  the  Directors  to 
cany  ont'itd  principle,  and  one-third  of  its  ballioii  ebbed  away, 
withont  any  appreciable  diminution  of  the  amoant  of  ite  notes  in 
circnlation. 

Bnt  in  October,  1847,  a  far  severer  crisis  took  place.  The 
Bank- made  immense  advances  to  other  banks  and  honses  to' 
prevent  them  from  stopping  payment.  But  nnmerons  Banks  and 
Commercial  Honses  did  stop  payment,  and  the  resonrces  of  the 
Bank  were  exhausted.  At  last,  after  repeated  depntations  to  the 
Government  to  obtain  a  relaxation  of  the  Acl^  and  witii  the 
stoppage  of  the  whole  commercial  worid  imminent,  the  Govern- 
ment  authorised  the  Bank  to  issue  at  discretion.  And  what  was 
the  result?  The  panic  vanished  in  10  minutes!  No  sooner  was 
it  known  that  notes  might  be  had  if  necessary,  than  the  want  of 
them  ceaeed.  The  whole  issne  of  Notes,  in  consequence  of  this 
letter,  was  only  £400,000,  and  the  legal  limits  of  the  Act  were  not 
exceeded. 

Thus,  ou  this  occasion  again,  the  Restbictitb  Theory  wholly 
foiled;  and  the  Expansive  Theory  saved  the  conutry,  and 
was  the  only  means  of  saving  the  Bank  itself  from  stopping 
payment. 

The  next  great  crisis  was,  in  November,  1857,  which  was  for 
more  severe,  as  regards  the  Bank  itaelf,  than  that  of  1847.  On 
the  12th  November,  1867,  the  Bank  closed'its  doors  with  the  sum 
of  £68,085  in  Notes ;  £274,953,  in  gold  j  and  £41,106  in  silver; 
being  a  total  snm  of  £887,144  !  Such  were  the  resources  of  the 
Bank  of  England  to  begin  biisiaesa  with  on  the  13th  I  Truly  said 
the  Governor,  it  must  "entirely  have  ceased  discounting,  which  would 
have  brought  an  immediate  run  upon  it.  The  bankers'  balances 
alone  were  £5,458,000.  It  is  easy  to  see  that  the  Bank  could  not 
have  kept  its  doors  open  for  an  hoar. 

On  the  evening  of  the  12th  the  Government  sent  a  letter  to  the 
Bank,  authorising  them  to  issue  Notes  at  their  discretion,  bnt  not  * 
at  a  less  rate  than  10  per  cent.;  and  next  morning  the  panic,  as 
befqre,  passed  away. 

Thns  on  this  occasion,  ^ain  the  Eebtbictivb  Theory  wholly 
foiled:  and  tlie  Expansive  Theory  saved  the  country:  and  was 
the  only  means  of  8a*ing  the  Bank  itself  from  stopping  payment. 
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The  next  great  crisia  was  in  1866,  which  was  ntill  more  severe. 
Unfortunately,  no  iaTeetigation  was  held  respecting  it,  bo  that 
there  is  no  reliable  account  of  its  circnmEtanceB.  But  specnlation 
had  exceeded  all  due  bounds.  On  the  10th  of  May  there  was  a 
general  ran  upon  all  the  London  banks.  It  was  BMd,  bat  we 
cannot  saj  with  what  truth,  that  one  great  bank  alone  paid  away 
£3,000,000  in  six  honrs.  After  banking  honrs  it  became  known 
that  the  great  discount  bouse  of  Overend,  0umcy  &  Go.  bad 
stopped,  with  liabilities  exceeding  ten  millions — the  raoet 
stupendous  failure  that  hod  ever  taken  place  in  the  city.  The 
result  of  such  a  catastrophe  was  easily  foreseen ;  nob  another  bank 
conid  have  survived  the  next  day ;  and  that  evening  the  Govern- 
ment again  authorised  the  Bank  to  issue  at  discretion,  at  not  less 
than  10  per  cent.  The  Bank  advanced  £12,225,000  in  five  days : 
but  the  panic  passed  away. 

Thus  again  the  REBTaioTivE  Theory  wholly  foiled:  the 
EzPASSiVE  Theory  saved  the  conntry,  and  was  the  only  means  of 
saving  the  Bank  itself,  as  well  as  every  other  bank,  &om  stopping 
payment. 

Thus  we  see  the  entire  failare  of  Sir  Robert  Peel's  expectations. 
He  took  away  the  power  of  unlimited  issaes  from  the  Bank,  and 
imposed  a  rigorous  numerical  limit  on  its  powers  of  issue,  under  - 
the  hope  that  he  had  prevented  the  recnrrence  of  panics.  But 
the  panics  recnrred  with  precisely  the  same  regularity  as  before ; 
and,  therefore,  in  this  sense  too,  Uie  Act  has  failed :  and  when 
panics  do  occur,  it  is  dedsively  proved  that  it  is  wholly  incom- 
petent to  deal  with  them. 

82.  It  has  been  seen  that  it  is  a  complete  delnsion  to  suppose 
that  the  Bank  Act  carries  out  the  "  Currency  Principle."  It 
might  be  supposed,  perhaps,  that  if  it  did  really  cany  out  the 
"  Currency  Principle,"  it  might  prevent  panics  arising.  General 
experience,  however,  entirely  negatives  this  view.  In  1764,  the 
most  tenible  Monetary  Crisis  which  had  up  to  that  time  occurred, 
took  place  at  Amsterdam  and  Uambui^,  where  the  banks  were 
really  constructed  on  the  "  Cnrrency  Principle." 

A  decisive  example  of  this  took  place  at  Hamburg  in  1857.  A 
similar  Monetary  Crisis  took  place  there,  as  here,  and  the  Bank 
being  constructed  on  the  "  Currency  Principle,"  had  no  power  to 
issue  Notes  to  support  Credit.    The  Magistrates  were  obliged  to 
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isene  City  Bonda  to  snpport  the  credit  of  the  merchante,  exsctlj 
as  the  Govenunent  had  issued  Excheqnei  bills  in  England  in 
1798.  Here  alec  the  Restrictive  Theory  wholly  failed,  and  it 
was  found  necessary  to  adopt  the  Expansive  Theory  to  avert 
nniveisal  fiultue. 

These  disasteiB  took  place  where  there  was  no  Oorrency  at  all, 
but  what  represented  bullion :  and  they  are  conspicoona  examples 
that  panics  occur  jnst  as  readily  under  a  purely  Metallic  Currency 
as  under  a  Paper  Cnrrertcy. 

The  expericBce  of  every  other  country  exactly  confirms  the 
experience  of  England.  At  Turin  the  hank  was  constracted  on 
some  principle  of  limitation ;  but  in  1857,  daring  a  monetary 
panic,  it  was  found  necessary  to  suspend  its  constitution,  and  allow 
it  to  issue  Notes  to  support  Credit. 

The  Tery  same  thing  was  conspicuously  proved  in  187S.  In 
Austria,  in  North  Germany,  and  in  America,  the  Banks  were  all 
constracted  on  some  analogous  principle  of  limitation  on  their 
issues.  Bat  in  the  severe  monetary  pauic  in  each  of  these 
countries,  it  was  found  necessary  to  suspend  their  constitntiiins, 
and  anthorisc  them  to  issue  at  discretion  to  support  commercial 
Credit. 

Thus  universally  throughout  the  world  it  is  proved  by  abundant 
experience,  that  the  Keettkictive  Theory  cannot  be  maintained 
after  a  monetary  panic  has  reached  a  certain  degree  of  intensity ; 
and  that  it  is  absolntely  necessary  to  adopt  the  Expahsive  Theory 
to  avert  universal  failure. 

83.  The  supporters  of  the  Act  of  1841  stenuously  maintain 
that  it  is  the  complement  of,  and  in  strict  accordance  with  the 
principles  of  the  Act  of  1819,  and  the  Bullion  Report.  But 
such  statements  are  utterly  incorrect:  and  the  following  are 
the  fundamental  differences  of  principle  between  them — 

I.  The  BuUion  Report  declares  that  the  mere  ntanerical 
amount  of  notes  in  circulation,  at  any  time,  is  no  criterion  whether  ' 
they  are  excessive  or  not. 

The  Theory  of  the  firamera  of  the  Act  is  that  the  Notes  in 
circulation  onght  to  be  exactly  equal  in  quantity  to  what  the 
gold  coin  would  be  if  there  were  no  Notes:  and  that  any 
excess  of  Notes  above  that  quantity  is  a  depredation  of  the 
Currency. 
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Is  this  principle  of  the  aapporters  of  the  Act  in  accordance 
with  the  principle  of  the  Bnllion  Report? 

II.  The  Bullion  Eeport  declares,  and  the  sapporten  of  tbe 
Act  of  1819  maintained,  that  the  sole  test  of  the  depreciation  of 
the  Paper  Currency  is  U>  be  fband  in  the  Price  of  Gold  Bnllion, 
and  the  state  of  the  Foreign  Exchanges. 

Ricardo  says' — "The  iBsners  of  paper  money  should  regulate 
tiieir  issaes  solely  by  the  price  of  bnUion,  and  never  by  the 
quantity  of  their  paper  in  circulation.  The  quantity  can  never 
be  too  great  nor  too  little,  while  it  preserves  the  same  value  as  tbe 
standard." 

According  to  the  supporters  of  the  Act  of  1844,  tlie  tme 
criterion  is  whether  the  Notes  do  or  do  not  exceed  in  qnantjty  tbe 
gold  they  displace. 

Is  the  doctrine  of  the  Bnpportere  of  the  Act  of  1844  in 
accordance  with  tbe  principle  of  the  Bullion  Report,  and  of  tbe 
Act  of  1819  ? 

in.  It  was  proposed  to  the  Bullion  Committee  to  impose  a 
positive  limit  on  the  issnes  of  the  Bank,  to  curb  their  powers  of 
mismanagemeiit.  The  Bullion  Report  expressly  condemns  any 
positive  limitation  of  its  issues :  and  Peel  in  1819,  and  in  18S3, 
fiilly  concurred  in  this  condemnation. 

The  Bank  Act  of  1844  specially  limits  the  issues  of  the 
Bank. 

Does  the  Bank  Act  of  1844  coincide  with  the  principles 
of  the  Bullion  Report  and  the  the  doctrines  of  Peel  in  1819 
and  1833  ? 

IV.  The  Bullion  Report,  after  discossing  the  most  important 
monetary  crises  which  had  occurred  up  to  that  time,  expressly 
condemns  the  Resteictite  Theory  in  a  monetary  panic,  and  says 
that  it  may  lead  to  oniversal  ruin :  and  recommends  the  Exfas- 
8IVB  Theory. 

The  Bank  Act  enacts  the  Restbictivb  Theory  by  Law : 
and  prevents  the  Ezpahsitb  Theory  from  being  adopted. 

Does  the  Bank  Act  of  1644  agree  with  the  doctrines  of 
the  BuUion  Report,  and  of  Peel  in  1819  and  1833,  on  this 
point  ? 

In  179S  the  Bank  adopted  the  Restbicttve  Theory;  and 
when  all  commerce  was  on  the  brink  of  ruin,  the  Government, 

■  Fn^otaUfar  an  Samomiad  and  Sfcun  Ctmtneg,  %  3. 
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by  iBsnisg  Excheqaer  bills,  adopted  the  Ezpahbivb  Theory,  and 
commerce  was  saTed. 

In  1797  the  BEsraienvE  Theory  was  carried  out  to  the  end, 
and  Qie  resolt  was  the  etcppoffe  of  the  Bank. 

In  1825  the  Bbstbiotivb  Theoiy  was  adopted  for  three  days, 
and  when  commerce  was  again  on  the  brink  of  min,  it  was 
suddenly  abandoned ;  tbe  Ezpahsite  Theory  was  adopted,  and 
commerce  was  instantly  saved. 

In  18SG  a  great  crisis  was  imminent;  tbe  Bank,  foreseeing  it, 
adopted  the  boldest  measures  before  it  came  on,  and  made  immense 
advances  to  sustain  commercial  credit :  the  policy  was  successful, 
aad  averted  a  general  panic. 

Peel,  in  introducing  his  measure  of  1844,  said  that  we  must 
never  again  have  such  discreditable  occasions  aa  1825, 1836,  and 
18S9 :  but  since  1844  we  have  had  1847, 1857,  and  1866.  On 
each  of  these  occasions  the  Restbictite  Theory  nas  enacted  by 
Law  :  and  on  each  occasion  the  Government  was  obliged  to  come 
forward  and  authorise  the  Bank  to  break  the  Law,  to  abandon  the 
Rbsteictivb  Theory,  and  adopt  the  Expahbive  Theory.  And 
by  so  doibg  universal  ruin  was  averted,  and  the  Bank  itself  saved 
ft^m  stopping  payment. 

Experience,  therefore,  has  indisputably  proved  that  the  Bnllioa 
Report  was  Iramed  with  truer  wisdom  and  scientific  knowledge  of 
the  Principles  of  Paper  Currency  than  the  Bank  Act  of  1844. 
The  only  deficiency  in  the  Report  was  that  it  failed  to  point  out 
the  proper  means  by  which  the  Paper  could  be  kept  at  par  with 
gold.  But  the  true  principle  of  controlling  the  Paper  Currency 
is  now  well  understood  to  be  by  adjusting  the  Bate  of  Dibcount 
by  the  Foreign  Eschanges,  and  the  state  of  the  bullion  in  the 
Bank. 

Examination  of  the  Arguments  alleged  for  maintaimng  the 
Bank  Act. 

34.  It  has  now  been  clearly  shevm  that  the  Bank  Act  has 
completely  failed  both  in  Theobt  and  Peacticb.  It  has  been 
shewn  that  it  is  based  on  a  Defimitiok  of  the  word  "  Currency," 
which  is  entirely  erroneous  in  Commercial  Law,  and  in  Philosophy 
— that  it  professes  to  adopt  a  Theory  of  Cnrrency,  which  it 
has  entirely  failed  to  enforce — that  if  the  Directors  choose,  they 
can  mismanage  the  Bank  quite  as  easily  under  the  Act  aa  before 
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it,  and  that  the  pretended  "  Mechanical "  action  of  the  Act  wholly 
^ed  to  preveat  them  doing  -bo — that  the  Act  was  expressly 
framed  with  the  expectation  that  it  wonld  prevent  commerci^ 
panics,  and  that  it  has  wholly  failed  in  doing  so:  and  hitherto 
panics  hare  recnrred  with  the*  same  regnlaritj  as  before— and 
fhrthennore,  although  the  Act  is  in  no  sense  whatev^  tbe 
original  canse  or  sonrce  of  these  crisea,  yet  when  they  do  occur, 
and  they  reach  a  certtun  degree  of  intensity,  the  operation  of  the 
Act,  by  yisibly  limiting  the  means  of  assistance,  deepens  a 
severe  monetary  pressure  into  a  panic,  which  can  only  be 
allayed  by  ite  soBpension,  and  a  violation  of  its  principles. 

In  every  one  of  these  respects  the  Bank  Act  has  complete!^ 
fiiiled :  and  in  regard  to  these  thit^  its  credit  and  reputation  is 
utterly  dead  and  gone.  It  is,  therefore,  necessary  to  examine 
fairly  the  arguments  alleged  in  its  &vour,  and  the  reasons  nidged 
why  it  should  still  be  maintained. 

The  supporters  of  the  Act,  allowing  that  it  has  &iled  in  some 
respecte,  yet  maihttun  that  the  Directors  having  committed  the 
same  mischievons  errors  as  they  had  done  before  it,  it  arrested 
their  mis-management  much  sooner  than  wonld  otherwise  have 
been  the  case ;  and  that  when  the  panic  did  occur,  it  was  only 
through  tlie  Act  that  the  Bank  had  6  millions  of  gold  to  meet  the 
crisis ;  and  that  by  this  means  the  convertibility  of  the  Note  waa 
secured. 

So  tar  as  r^ards  the  crisis  of  1847,  it  must  be  admitted  tbat . 
there  is  much  force  and  truth  in  this  argument.  The  Directors 
at  that  date  shewed  that  they  had  not  yet  acquired  the  true 
principles  of  Banking,  .and  it  mnst  be  conceded  that  it  was 
entirely  owing  to  the  Act  that  they  were  checked  in  their 
mistaken  policy  while  there  waa  still  six  millions  of  gold  in  the 
Bank. 

But  the  same  groand  of  censure  did  not  apply  to  the  crisis  of 
1857.  In  tlie  interval  between  1R47  and  1857,  the  Directors 
really  at  last  grasped  the  true  method  of  controlling  the  Paper 
Currency  by  means  of  the  Rate  of  Discount.  The  trnth  of  this 
principle  was  probably  more  enforced  upon  their  attention  by  the 
limitation  imposed  by  tJie  Act  than  it  would  otherwise  have  been. 
It  has  never  been  alleged  that  the  crisis  of  1857  was  in  any  way 
due  to  the  Act.  But  it  Is  a  matter  of  positive  certainty  that 
since  that  date  the  Bank  has  fiilly  recognised  and  adopted  the 
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the  principle  of  goTeming  the  Paper  Coirency  by  means  of  the 
Bate  of  Discount.  The  some  mid  has  been  adopted  by  the  Bank 
of  France,  and  this  is  now  the  recognlBed  principle  by  which 
every  Bank  is  managed.  Certeinly  since  1657  there  has  not  been 
a  breath  of  blame  on  the  general  management  of  the  Bank- 
Orandng  every  merit  which  can  fairly  be  dne  to  the  Act,  that  it 
has  compelled  the  recognition  and  adoption  of  this  principle 
some  years  earlier  than  it  otherwise  wonld  have  been,  it  may  be 
said  that  the  Act  has  now  fulfilled  its  porpose.  It  has  done  all 
Che  good  that  it  can  do.  The  Directors  now  perfectly  nnderstand, 
and  have  for  the  last  17. years  conducted  the  Bank  with  the 
greatest  enccess  on  sonnd  principles.  Having,  therefore, 
accomplished  this  great  pnrpose,  the  Act  has  done  ita  work, 
and  has  ceased  to  be  necessary :  and  its  operation  at  other  most 
important  times  being  proved  to  be  injurious  by  the  most 
overwhebningj  evidence,  it  may  now  be  safely  and  advantageously 
repealed — so  far  at  least  as  regards  the  limitation  of  its  power 
of  .issue.  And  the  reason  for  the  expediency  of  this  change 
ia  this — 

Under  the  present  sysitm  of  Commercial  Credit,  there  must  be 
some  Source  with  the  power  of  iesuing  vndotibled  Credit  to 
support  solvent  Commercial  Houses  in  times  of  Moneiunj  Panic. 

It  baa  been  conclusively  shewn  in  the  preceding  remarks,  that 
it  is  entirely  futile  to  expect  that  Commercial  Crises  can  be 
prevented,  and  that  they  occur  with  precisely  the  same  violence 
in  places  where  there  is  a  purely  metallic  cnrrency  as  anywhere 
else.  Hence  the  illusions  in  this  respect,  on  which  the  Act  was 
founded,  are  now  completely  vanished. 

In  all  cases,  houses  which  are  clearly  insolvent  sbonld  not  be 
supported;  they  on^t  to  be  compelled  to  stop  without  any 
hesitation.  To  support  such  bouses  is  a  fVaud  upon  their  creditors. 
But  under  our  complicated  system  of  commerce,  the  Credit  of 
even  the  most  solvent  houses  is  so  intertwined  and  connected  with 
others,  that  no  one  can  tell  how  far  any  house,  even  of  the  highest 
name,  is  solvent.  Consequently,  every  one  is  affected  by  this 
universal  discredit.  Many  houses  which  are  really  solvent,  may 
have  their  assets  locked  up  in  some  form  which  is  not  readily 
convertible.  Under  such  circumstances  it  ia  abaolntely  indispen- 
sable, to  prevent  universal  ruin,  that  there  should  be  some  source  to 
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afford  tindoabted  credit  to  houEes  which  can  prove  their  eolrency. 
And  there  are  bat  two  sources  from  which  such  credit  can  be 
issued — the  Government  and  the  Bank  of  England. 

In  I79S,  tiie  Bank  resolntely  refiiBed  to  support  GommerciAl 
Credit,  and  the  Gorenmient  wen  obliged  to  assiBt  solvent  hooses 
with  Ezcheqner  bills,  and  this  saved  the  commercial  commnnity 
from  rain.  In  1797,  the  Bank  also  refused  to  support  commerce, 
and  the  result  was  its  own  stoppage.  After  the  stoppage, 
however,  it  largely  extended  its  issuee,  and  commerce  was  relieved. 

In  every  commercial  crisis  since  1797,  however  sternly  the 
Bank  has  adopted  the  Rebtricttte  Theory  at  fint,  it  has 
ultimately  been  driven  to  abandon  it,  and  adopt  the  Exfansitb 
Theory.  In  1825,  while  the  Bank  peristed  in  the  Rkbtbicitvb 
Theory,  some  eminent  bankers  stopped  payment  with  assets  worth 
40b.  in  the  pound.  Two  days  afterwards  tlie  Bank  changed  its 
policy,  and  issned  notes  with  the  most  profuse  liberality,  and  the 
panic  vanished.  If  the  Bank  had  adopted  this  principle  at  first, 
and  assisted  those  bankers  who  were  really  solvent,  they  would 
have  been  saved  from  stopping  payment. 

The  very  same  principle  was  decisively  proved  in  1847, 1857, 
and  1866 ;  the  Bestrictive  Theory  was  in  those  years  enforced 
by  law.  But  no  Ckivemment  could  maintain  the  Act  and  the 
Restbictive  Theory  to  the  bitter  end,  and  face  the  coosequences 
of  prodnciug  universal  ruin  in  pursuance  of  a  Theory,  which  the 
moat  distinguished  authorities  of  former  times  had  unanimously 


It  is,  therefore,  irrefragably  proved  by  the  nnanimous  opinion 
of  the  most  eminent  commercial  aathorities,  and  the  clear 
experience  of  100  years,  that  the  Rebthictivb  Theory  in  a 
commercial  crisis  is  a  fatal  dolnsion  ;  and  that  when  a  commeroial 
panic  is  impending,  the  only  way  to  avert  and  allay  it  is  to  give 
prompt,  immediate,  and  liberal  assistance  to  all  houses  who  can 
prove  themselves  to  be  solvent;  at  the  same  time  allowing  all 
houses  which  are  really  insolvent  to  go.  Universal  experience 
proves  that  this  is  the  only  means  of  separating  the  aonnd 
from  the  imsonnd,  and  averting  general  ruin  by  preserving  the 
former. 

As  a  matter  of  fact  it  is  perfectly  well  known  to  all  bahkers 
that  an  excessive  restriction  of  credit  jK-odvcee  and  cauMs  a  mn 
for  gold. 
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Sir  William  Forbes,  in  hia  intereBting  MeTHoirs  of  a  Banking 
Mouse,  sayB  of  the  crisia  of  1793: — "These  proceedings,  which 
obviously  foreboded  a  risk  of  hostilidee,  were  the  mgaai  for  a 
check  on  mercantile  credit  aU  orer  the  kingdom ;  emd  that  check 
led  by  comequence  to  a  demand  on  bankers  for  the  money  deposited 
teith  them,  in  order  to  supply  the  wants  of  mercantile  men." 

The  BuUiou  Beport  eipreesly  attributes  the  stoppage  of  the 
Bank  in  1707  to  the  merciless  restriction  of  Credit. 

In  1857,  discounts  had  ceased  at  the  various  banks,  and  a 
general  ran  was  conunencing  upon  them,  when  the  Treasmy 
letter  came :  this  allayed  the  panic,  and  stopped  the  run. 

In  186G,  matters  were  a  great  deal  worse.  In  conBeqnenoe  of 
the  restriction  on  Credit,  a  most  severe  and  general  run  took 
place  on  all  the  London  bankers.  The  sum  paid  away  during  the 
panic  can  probably  never  be  known,  but  it  was  something  perfectly 
fabulouE.  And  this  general  run  upon  the  bankers  was  certainly 
caused  and  produced  by  the  excessive  restriction  of  Credit,  caused 
by  the  Bank  Act 

The  result  of  such  an  Act  was  most  distinctly  predicted  by 
Henry  Thornton,  one  of  the  joint  autliors  of  the  Bullion  Beport, 
in  his  treatise  on  the  Paper  Credit  of  Great  Britain,  published  in 
1802.    He  says: — 

"  Two  kinds  of,  error  on  the  subject  of  the  a^rs  of  the  Bank 
of  England  have  been  prevalent.  Some  political  persons  have 
assnmed  it  to  be  a  principle,  that  in  proportion  as  the  gold  of  the 
Bank  lessens,  its  paper,  or,  as  is  sometimes  said,  ite  loans  (for  the 
smoimt  of  the  one  has  been  confounded  with  that  of  the  other), 
onghtto  be  reduced.  It  has  been  already  shewn,  that  a  uazih 
OF  THIS  80HT,  IF  8TBIOTLT  FOLLOWED  UP,  WOULD  LEAD  TO 
mnVBRSAL    FAILURE." 

The  Bank  Act  of  1844  was  constmcted  on  this  precise 
principle,  and  Thornton's  prediction  has  been  strictly  verified. 

Seeing,  then,  that  it  is  a  matter  of  absolute  demonstration  that 
it  is  indispensably  necessary  that  there  mnst  be  some  source 
having  Uie  power  to  issue  solid  Credit  to  support  solvent  houses 
in  Monetary  Pauics,  it  only  remains  to  consider  whetjier  that 
source  should  be  the  Qovemment,  or  the  Bank — and  rery 
convincing  reasons  shew  that  it  ought  to  be  the  Bank  rather  than 
the  Government 

Sudi  a  dul?  is  quite  out  of  the  usual  line  of  the  Government 
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They  muBt  iesue  a  Special  Commission  to  inrestigate  the  solvency 
of  those  merchants  who  ask  for  assisfaace.  Such  a  Commiseioo 
would  never  be  appointed  nntil  matters  had  become  Tcry 
severe,  and  mnch  Buffering  wonld  be  caused  by  the  nnneceesary 
delay. 

Bnt  snch  a  thing  is  the  ordinary  and  every  day  bosincse  of  the 
Bank.  The  merchant  simply  goes  in  the  ordinary  way  of 
bnsinesa  to  the  Directors,  satisfies  them  of  his  solvency,  gives 
the  necessary  security,  and  receives  the  assistance  without 
delay. 

These  considerations,  as  well  aa  others  that  might  be  adduced, 
shew  that  the  proper  sonrce  to  have  this  power  is  the  Baiik  of 
England,  and  not  the  Government, 

35.  Some  persons,  however,  might  Suppose  that  snch  an  issne 
of  notes  might  turn  the  Foreign  Exchanges  against  the  country. 
It  was  formerly  supposed,  and  the  idea  pervaded  Sir  Robert  Peel's 
speech,  that  the  Foreign  Exchanges  are  mainly  influenced  by  the 
numerical  amount  of  Notes  issned.  Bnt  in  modem  Mmefl  it  has 
been  proved  that  the  Rate  of  Discount  is  an  infinitely  more 
powerful  method  of  acting  on  the  Exchanges  than  the  amount  of 
Not«a.  And  this  may  be  said  to  be  a  new  discovery  since  Sir 
Robert  Peel's  speech ;  for  there  is  not  a  trace  of  the  principle  to  be 
found  in  it.  In  former  times,  certainly,  when  there  were 
multitudes  of  Banks  issuing  torrents  of  N^otes,  these  Not«B 
lowered  the  Bate  of  Discount,  and  drove  bullion  out  of  the 
country.  But  under  the  modem  system,  when  these  issues  have 
been  happily  suppressed,  all  danger  on  this  score  has  vanished: 
aud  under  present  circumstances  no  issues  are  excessive  which  do 
not  lotoer  the  Rate  of  Discount. 

The  doctrine  laid  down  ■  in  the  Bullion  Report,  and  by  all  the 
most  eminent  authorities  of  that  period,  was,  that  the  true 
caiterion  of  the  proper  quantity  of  Paper  Currency  was  not  its 
numerical  amount,  but  the  state  of  the  Foreign  Exchanges  and  the 
Market  Price  of  tiuld  Bullion.  This  doctrine  was  true  so  far  as  it 
went:  but  unfortunately  they  never  investigated  the  correct 
method  of  keeping  the  Paper  Currency  in  its  proper  state.  The 
principal  method  thought  of  until  after  Sir  Robert  Peel's  time, 
was  simply  diminishing  its  numerical  amount.  It  is  true  that 
raising  the  Rate  of  Discount  was  reckoned  among  the  sub^diuy 
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metbodB  of  curbing  it,  bnt  eo  little  was  ite  trne  importance 
understood,  that  it  was  not  even  mentioned  by  Sir  Robert  Peel- 
Since  his  time,  however,  it  has  been  demonstrated  by  argnment, 
and  proved  by  conclnsive  experience,  that  it  is  the  tme  suPasHE 

POWER      OF      CONTKOLLINO     THE      BXCHAKOES     and     the     PaPBR 

CuRSBNOY,  and  that  all  other  methods  are  insigniiicant  compared 
to  it.  And  since  the  Directors  now  thoroughly  anderstand  and 
act  npon  this  principle,  they  may  be  entmated  with  nnlimited 
powers  of  issae. 

36.  Some  able  anthonties,  however,  are  of  opinion  that 
the  Act  shonld  be  maintained,  as  it  strengthens  the  hands  of  the 
Directors  of  carrying  ont  this  principle,  and  enforcing  the  rule. 
That  without  the  Act,  commercial  preasnre  upon  them  might 
sometimes  be  too  strong  to  resist.  Whatever  force  there  may  he 
in  this  argument,  it  will  be  found  that  the  other  arguments 
completely  outweigh  it ;  and  in  &ct  such  an  argument  naturally 
leads  us  to  consider  the  constitation  of  the  Duwtorate  itself. 

By  a  remarkable  cnstom,  professional  bankers  are  excluded 
from  the  Directorate  of  the  Bank,  which  is  exclusively  composed 
of  merchants.  It  has  long  been  recognised  that  Commercial 
Credit  and  Banking  Credit  are  of  two  distinct  natures,  and  in 
many  respects  essentially  conflicting  and  ant^onistic.  The  same 
persons  shonld  not  cany  on  both  kinds  of  business ;  great  bankers 
■  shonld  not  be  merchants,  and  great  merchants  should  not  be 
bankers.  The  Dutt  of  a  banker  frequently  conflicts  with,  and  is 
antagonistic  to,  the  Intbeest  of  a  merchanL  A  banker's  duty 
is  to  keep  himself  always  in  a  position  to  meet  his  habilities  on 
demand :  and  when  there  is  a  pressure  npon  him  it  is  his  duty  to 
raise  the  price  of  his  money.  But  the  Intekest  of  a  merchant 
always  is  to  get  accommodation  as  cheap  as  possible.  Hence,  as 
the  Directors  emanate  exclusively  from  the  Commercial  body,  the 
INTBEB3T  of  the  body  from  which  they  come,  has  been  frequently 
opposed  to  their  Duty  as  Directors  of  the  Bank.  And,  formerly, 
it  cannot  be  denied,  that  their  sympathy  for.  the  body  to  which 
they  belonged  has  interfered  with  their  proper  course  -  of 
action  as  Directors  of  the  Bank,  and  has  been  the  cause  of  many 
errors. 

The  whole  principles  of  the  subject  have  now  been  brought  to 
strictly  scientific  demonstration.    If,  therefore,  the  Directors  find 
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tbemselTea  nmble  to  withstand  Commercial  prenure,  and  Ailfil 
their  imdoabted  dnty,  it  would  seem  to  raise  the  qneetion  whether 
some  modificatioa  of  tiie  conetitutioa  of  the  Directorate  might  not 
be  desirable,  and  whether  a  certaia  portion  of  them,  at  least, 
ebonld  not  be  as  anconnected  with  commerce,  as  private  banken 
are.  There  are  very  good  reasons  why  they  ahonld  not  be 
exclnsivBly  taken  fh>m  the  Commercial  body. 

The  oTcrwhekning  weight  of  practical  considerations  is  in 
&TDur  of  restoring  the  Bank  to  M&  original  condition,  and 
aboliBhing  the  separation  of  the  two  departments ;  which  has  been 
shewn  was  intended  to  carry  ont  a  particular  Theory,  bnt  which  it 
wholly  foils  to  do.  For  while  times  are  quiet,  or  even  doling  a 
tolerably  severe  monetary  pressure,  the  Act  is  wholly  in  abeyance, 
it  is  ntterly  inoperative.  Bnt  when  a  real  conmiercial  crisis  takes 
place,  and  it  totally  fails  to  prevent  these,  as  it  was  expected  to  do 
— and  when  the  crisis  has  deepened  beyond  a  certain  degree  of 
intensity,  then  the  Act  springs  into  action  with  deadly  effect.  It 
prevents  by  Law  the  only  course  being  adopted,  which  the 
unvarying  experience  of  100  years  has  shewn  to  be  indispensable 
to  avert  a  panic,  namely,  a  timely  and  liberal  assistance  to  solvent 
honses :  then  follows  wild  panic ;  and  if  the  Act  were  rigorously 
maintained,  then  universal  min. 

There  is  also  another  circnmstance  of  the  greatest  importance 
to  be  observed,  but  which  has  not  obtained  sufficient  notice.  By 
the  Bank  Act  of  1833,  Bank  Notes  are  made  legal  tender  only 
while  the  Bank  pays  its  Notes  in  gold  on  demand.  As  soon  as  it 
ceases  to  do  so,  no  one  can  be  c<nnpeUed  to  take  them,  any  more 
than  any  other  bank  notes.  Oonseqaently,  if  the  Bank  were 
compelled  to  stop  payment  in  a  panic,  by  enforcing  the  Bank  Act 
of  1 844,  to  its  last  extremity,  as  it  most  certainly  would  have  done 
in  1647, 1857,  and  1866,  its  Notes  immediately  cease  to  be  legal 
tender  by  the  Bank  Act  of  1833,  and  their  holders  could  not 
compel  any  one  to  receive  them  in  payment  of  a  debt. 

87.  In  the  delate  on  Mr.  Anderson's  motion  in  the  House  of 
Commons,  on  the  35th  March,  187S,  the  Chancellor  of  the 
Exchequer  seemed  to  turn  commercial  panics  into  ridicule.  He 
said  that  we  never  hear  of  military  panics  or  naval  panics ;  why 
then  should  we  hear  of  commercial  panics?  He  seemed  to 
consider  English  merchants  as  an  inferior  breed  of  men  to  English 
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soldiers  aad  KogUsb  sailors.  For  once  the  Right  Hononrable 
Qontlenmn'B  acnmen  was  at  fenlL  The  analogy  is  wholly  erro- 
neons.  It  Ib  the  dat?  of  military  and  naval  men  to  face  death  ; 
it  is  their  profesaioQ.  Bat  it  is  not  the  duty  of  commercial  men 
to  face  min  widi  equal  eqnanimily.  Under  the  modem  system  of 
commerce,  discount  is  as  necessary  to  commercial  existence  as  air 
is  to  the  life  of  ^lebody.  When  the  whole  commercial  community 
sees  the  very  means  of  their  existence  rapidly  diminishing  before 
their  eyes,  they  naturally  msh  to  obtain  Notes  while  they  can, 
and  on  such  occasions  no  raising  of  the  Rate  of  Discount  can 
check  the  demand.  If  they  cannot  get  Notes,  they  run  for  Gold. 
Snch  a  state  of  things  natnrally  and  inevitably  prodnces,  and 
invariably  will  prodnce  a  panic.  The  analogy  of  the  Black  Hole 
of  Calcntta  is  much  more  tme.  When  150  wretched  men  were 
shut  np  tor  a  whole  night,  iu  a  tropical  climate,  in  a  room  less 
than  20  feet  square,  wit^  only  one  small  window  to  admit  air, 
they  natnndly  fought  and  stmggled  to  get  near  it  to  preserve  their 
existence.  Under  snch  circumstances  there  was,  and  there  always 
would  be  a  panic.  So  in  the  commercial  world,  when  they  see  the 
very  means  of  their  existence  rapidly  diminishing  before  their  eyes, 
they  naturally  fight  and  struggle  to  get  possession  of  it,  and  they 
always  will  do  so  under  similar  circumstances.  If  the  "  Currency 
Principle"  were  carried  out  to  the  last  extremity  in  a  Monetary 
Panic,  the  snrvivors  of  the  conmierdal  community  wonld  not  be 
proportionately  more  numerous  than  the  survivors  of  the  Black 
Hole  of  Calcutta. 

Mr.  Gladstone  also,  in  the  same  debate,  said  that  the  Govern- 
ment would  consider  the  subject,  to  see  if  any  amendment  could 
be  introdnced  into  the  Act.  But  he  said  that  such  an  amendment 
would  take  the  Act  as  its  basis  of  departure,  and  wonld  be  to 
strengthen  and  carry  out  its  principle.  But  no  human  ingenuity 
could  do  that.  The  Currency  Principle  is  that  1  is  equal  to  1. 
If  the  present  constitution  of  the  Bank  be  supposed  to  carry  out 
the  Currency  Principle,  then  2'6  must  bo  held  to  be  equal  to  1, 
There  is  no  possible  method  of  carrying  out  the  "  Principle  "  of 
the  Act,  except  by  taking  away  all  the  Bank's  powers  of  making 
profits. 

The  tme  object  of  the  Act  is  to  insure  the  convertibility 
of  the  Bank  Note.  But  the  Principle  of  the  Act,  or  the 
machinery  devised  for  that  purpose,  is  merely  a  means  to  that 
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end,  and  it  haa  been  proved  to  be  defective.  A  better  means  of 
attaining  the  object  of  the  Act  has  been  aaoertained  and 
demonstrated  to  be  tme  by  the  stricteet  scientific  reaaoning,  ae 
«ell  as  by  abuadaDt  experience,  since  the  passing  of  the  Act, 
which  is  acknowledged  to  be  efficacions,  and,  therefore,  tbe  Act 
is  no  longer  necessary.  Tbe  necessity  of  passing  the  Act  was  a 
deep  discredit  to  the  Directors  of  the  Bank.  It  was  a  declaration 
that  they  were  not  competent  to  manage  their  own  bu^ees.  Bat 
now  that  they  have  shewn  that  they  are  perfectly  able  to  do  so,  it 
is  no  longer  necessaiy.  It  may  be  sometimes  necegsary  to  put  a 
patient  into  a  strait  waistcoat ;  bat  when  tbe  patient  is  perfectly 
recovered,  and  is  restored  to  bis  right  mind,  the  strait  waiat. 
coat  may  be  removed — especially  as  it  is  fonnd  that,  onder 
certain  circumstances,  the  strait  wdstcoat  not  only  stranglee 
the  patient,  but  scatters  death  and  destruction  all  around. 

38.  "We  thus  see  that  Sir  Robert  Peel  was  greatly  deceived  in 
his  expectation  that  the  limitation  of  the  Bank's  power  of  issue 
wonld  prevent  commercial  crises.  On  this  occasion  he  erred,  aa 
BO  many  others  have  erred,  in  Economics,  by  too  limited  a  oan- 
sideration  of  facts.  It  is  true  that  on  tome  occasions  the  Bank 
had  fostered  an  over-spirit  of  speculation  by  too  profnse  an  issne 
of  notes.  But  commercial  crises  occur  &om  other  causes  besides : 
they  have  occurred  when  there  was  no  profnse  issue  of  notes, 
and  in  places  where  there  were  no  notes  beyond  bnllion. 
Whenever  there  are  expected  to  be  great  fluctuations  in  prices 
from  whatever  cause  arising — either  from  great  scarcity  or  from 
great  abundance — from  the  transition  from  peace  to  war,  or  from 
war  to  peace — from  the  discovery  of  new  profitable  openings  of 
every  description — ^from  great  disturbance  in  the  usual  course  of 
trade — the  speculative  or  gambling  propensity  is  sure  to  be 
called  forth,  and  lead  to  a  pressure  more  or  less  intense.  In 
1694  the  first  joint  stock  mania  took  place,  when  there  was  no 
excessive  credit.  In  1720  there  was  no  excessive  issne  of  notes. 
In  176S  there  was  no  excessive  issue  of  notes,  and  the  great 
commercial  crisis  of  that  year  took  place  at  Amsterdam,  where 
the  "Currency  Principle"  was  in  full  operation.  In  1772  there 
were  excessive  issues  of  notes,  which  greatly  conduced  to  the 
crisis.  In  1783  the  crisis  seems  to  have  been  due  to  the  transi- 
tion   from    war    to    peace.    Before   1793  there  were  excessive 
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issnee  of  notes  by  the  mieerable  traders  whom  the  monopoly  of 
the  Bank  permitted  to  grow  op  aa  bankers.  Previons  to  1797 
the  Bank  iteelf  had  made  exoessive  issneB,  compelled  thereto  bj 
Pitt.  In  1808  the  Bank  greatly  fostered  the  spirit  of  specula- 
tion. In  1824  and  1835  the  Bank  was  far  too  long  before  it 
contracted  its  iBsnes.  So  also  in  1836  and  1839.  But  in  1847, 
1857,  and  in  1866,  the  great  crises  were  in  no  way  whatever 
attribnt&ble  to  exceeeive  issues.  In  1847  it  was  cxceBsiye  railway 
apecnlstion.  In  1857  it  was  dne  to  a  seriea  of  causes  wholly 
irrespective  of  isHnes,  and  in  that  year  the  Beverity  of  the 
crisis  at  Hamburg,  where  the  "  Cmrency  Principle  "  la  carried 
oat,  and  was  so  great  that  the  Qovemment  was  obliged  to 
come  forward  to  create  a  solid  credit  to  support  solvent  houses. 
In  1866  there  were  no  excessive  issues  of  notes.  The  most 
bigotted  opponent  of  the  Bank  could  by  no  possibility  say  that 
the  crises  of  1857  and  1866  were  in  any  way  whatever  attri- 
butable to  the  Bank,  or  could,  by  any  possibility,  have  been  averted 
by  any  management  of  the  Bank. 

The  crisis  of  1808  was  due  to  the  sudden  opening  of  the 
South  American  markets.  That  of  1825  to  the  anticipated 
profits  on  working  foreign  mines.  That  of  1836  partly  to  the 
t^id  eztenaon  of  Jdnt  Stock  Banks.  That  of  1847  to  ex- 
cessive railway  speculations.  That  of  1857  to  excessive  trading 
especially  in  America.  That  of  1866  to  the  too  rapid  extension 
of  Financial  Companies  on  the  limited  liability  principle.  Hence 
we  see  that  a  law  made  on  the  supposition  that  all  crises  are 
caused  by  a  single  circnmstance,  and  whose  operatiou  is  only 
adapted  to  tliat  cause,  must  necessarily  M. 

Sir  Robert  Peel  was  further  in  error  in  saying,  that  dnrii^ 
periods  of  commercial  crisia  private  persons  make  advances. 
It  may,  perhaps,  happen  that  here  and  fliere  a  private  person 
may  assist  a  fHend,  but,  as  a  general  rule,  it  is  wholly  without 
fbnndation.  It  was  observed,  before  the  passing  of  the  Act, 
that  in  times  of  conunercial  pressure  there  was  a  general  ten- 
dency  to  hoard.  This  was  observed  in  1825,  in  1836,  and  in 
1839.  And  this  tendency  was  greatly  ^gravated  by  the  Act 
of  1844,  and  was  displayed  with  far  greater  intensity  in  1847. 
When  the  pnblic  saw  ttiat  the  Bank's  reserve  was  diminishing  so 
rapidly,  and  no  one  knew  what  would  be  done,  a  general  rush 
was  made  at  its  notes,  and  they  were  hoarded  away  in  millioos. 
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Na  sooner  was  the  Act  suspended  than  they  came  forth  in 
millions  from  their  hiding  places,  and  the  puiio  passed  away. 
Therefore,  in  this  fundamental  point,  there  is  no  doubt  wbatcTer 
that  Sir  Robert  Peel  vas  entirely  wrong,  and  that  the  allegation 
of  the  (^ponenUi  of  the  Act  is  strictly  justified — that,  when  a 
pressnre  reaches  a  certain  point,  the  Act  a^ravates  and  inten- 
sifiea  it  into  a  panic,  which  can  tmly  be  allayed  by  the  snapension 
of  the  Act. 

Moreover,  Sir  Robert  Peel  was  qnite  mistaken  in  sappoeiDg 
that  bankers  oaiy  make  advances  ont  of  bmd  fids  capital  This 
is  so  fnlly  set  fort^  in  the  section  on  the  Theory  of  Banking, 
that  we  need  only  remind  onr  readers  that  all  banting  advances 
are  made,  in  the  first  instance,  hj  CEKATisa  chedit.  Every 
banker  knows  perfectly  well  that  an  excessive  restriction  of  credit 
caoses  and  prodnoes  a  mn  for  gold.  When  ihe  banks  see  that 
they  can  get  no  assistance  from  the  Bank  of  England,  they  maet 
cease  discounting.  But  if  they  cease  disconnting,  their  custo- 
mers have  still  engagements  to  meet,  which,  of  conrae,  they  will 
do  as  long  as  they  can ;  and,  in  order  to  do  so,  they  have  no 
other  resource  but  to  draw  their  balances,  and  this,  of  course, 
will  end  in  making  their  bankers  atop  payment;  and  bankers  and 
customers  will  fall  togetlier. 

Many  persons  have  observed  that  the  variations  in  the  Rate  of 
Dieconnt  have  been  much  more  frequent  since  the  Act  than  beibre 
it ;  and  they  maintain  that  the  Bank  Act  is  the  cause  of  these 
variations.  In  answer  to  this,  it  may  be  said  that  it  was  the  very 
fixedness  of  the  Rate  of  Discount  in  former  times  that  was  the 
main  cause  of  many  calamities ;  and  that  if  the  variations  had 
been  more  frequent  and  severe,  these  calamidea  would  have  been 
saved.  And  as  for  the  frequent  variations  since  the  Act,  it  may 
be  confidently  said  that  the  Bank  Act  is  in  no  way  whatever  their 
cause.  Their  true  cause  is  the  increased  knowledge  of  the  true 
scientific  principles  of  Banku^,  and  the  increased  speed  and 
cheapness  with  which  bullion  now  flies  from  one  commerdal 
centre  to  another. 

These  considerations  give  a  final  and  conclusive  answer  to  liioBe 
persons  who  conceive  that  the  Rate  of  Discount  can  be  kept  fixed. 
These  variations  are  in  modem  times  absolutely  indispensable,  and 
the  only  method  by  which  the  Bank  can  preserve  its  security. 
They  must  necessarily  have  been  made,  had  the  Bank  Act  never 


tzsd  by  Google 


I  38,  390  LEOAI.  DOUBTS  AS  TO   BANEIKO.  507 

existed  at  aU.  lo  fact,  if  tluB  principle  of  controlling  the  Paper 
Cmrenc?  had  been  onderatood  and  acted  npon  in  fonner  times, 
there  never  would  have  been  any  neceaeity  for  the  Act,  It  was 
tlie  veiy  ignorance  or  neglect  of  this  principle  which  had  brought 
the  Bank  into  dai^r  bo  many  times  before. 

39.  It  is  a  matter  of  verj'  eerioas  donbt  indeed  whether  the 
sweeping  words  of  the  Banlc  Act  of  1844  have  not  rendered  all 
English  banking  illegal.  For  the  1 1th  section  enacts,  in  the  broadest 
posnble  terms,  that  no  banker  "  shall  make  any  engagement  for  , 
the  payment  of  money  payable  to  bearer  on  demand."  Now  we 
have  shewn  the  ntter  misconcepdon  of  the  very  nature  of  banking 
business  so  generally  prevalent,  even  amoi^  peisons  who  might 
naturally  have  been  expected  to  have  been  better  informed.  Thus, 
even  Gilbert  and  Lord  Overstone  oonrader  the  bnsineas  of  banking 
to  consist  in  borrowing  money  trom  one  set  of  persons  and  lending 
it  to  another.  So,  also,  paragraph  62  of  the  Beport  of  the 
Committee  of  the  House  of  Commons  on  the  crisis  of  1857; 
among  other  errors  and  misconceptions,  which  we  have  already 
rented,  says — "the  nse  of  money,  and  that  only  they  regard 
as  the  province  of  a  bank,  whether  a  private  person  or 
Incorporation,  or  of  the  bonking  department  of  the  Bank  of 
Ei^land." 

Now  we  have  over  and  over  again  pointed  ont  that  this  is  the 
business  of  a  Bill  Disoonnter,  and  not  of  a  "  Banker."  A  banker 
never  lends  money  in  the  first  instance ;  we  have  ah^ady  explained 
that  the  very  essence  of  banking  is  to  create  Credit,  or  UabiUties 
payable  to  bearer  on  demand.  But  to  shew  the  ntter  miscon- 
ceptiim  of  the  very  nature  of  the  business  prevalent  among  men 
who  are  supposed  to  be  authorities  on  die  subject,  we  have  only  to 
quote  from  the  evidence  given  before  tiie  Committee  just 
mentioned.  A  merchant  was  being  examined  as  to  the  pressure 
in  America  in  the  antomn  of  1857.  He  was  questioned 
by  Mr.  Wilson  as  to  the  transactions  of  the  American  banks. 

Q.  4941.  Are  you  aware  that  during  the  last  two  or  three 
years,  while  the  circulation  of  notes  had  not  increased  at  all,  or 
had  increased  to  the  very  smallest  possible  amount,  the  amount 
of  advances,  as  shewn  by  those  accounts,  bad,  as  yon  have  referred 
to,  increased  to  a  very  enormaus  amount  ? — Yes  ;  I  mast  apologise 
for  the  answer  I  gave;   I  meant  the  advances  when  I  said  the 
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notes ;  /  meant  the  liaMity  of  the  bank  from  it*  advances  made  on 
secwriUeg. 

4942.  Chairman  (Mr.  Cardwell). — The  mere  act  of  makmg  an 
advance  doea  not  render  a  person  liable ;  op  OOUBSB,  the  liabiuty 

18  THE  OTHBH  WAY  ? — Yea. 

4943.  'Will  yon  trace  the  process  1^  vhich  the  banks  iocreaeed 
their  own  liabilities  by  makiiig  advancea  to  others? — Looking  at 
the  eecnrities  which  tiiey  held  from  other  partJes  hy  making 
adTances  to  a  number  of  merchants  to  a  larger  amonnt  than  usual, 
they  felt  that  the  indebtedness  of  these  parties  to  them  were  more 
thtui  was  prudent. 

4944.  Mr.  WHson — Do  yon  mean  that  the  banks  had  mode 
undne  and  impmdent  advances  in  the  loan  of  their  capital 
and  deposits  ? — I  apprehend  that  they  thought  so 

4947.  But  it  wonld  be  either  from  deposits  or  from  capital 
that  increased  advances  conld  be  made  by  the  banks? — 
Certainly, 

Now  these  extracts  shew  that  neither  Lord  Cardwell  nor  Mr. 
Wilson  truly  apprehended  the  oatnre  of  banking  business.  No 
donbt,  in  ordinary  cases  of  advances  by  private  persons,  the 
person  who  makes  an  advance  does  not  create  a  liability ;  bnt  it  is 
jnst  in  this  that  the  exceptional  nature  of  "banking"  consists. 
A  banking  advance  is  always  in  the  first  instance  a  liability. 
When  Mr.  Wilson  asked  whether  buiks  do  not  make  advances  by 
a  loan  of  their  capital  or  deposits,  he  shewed  that  he  was  equally 
ill  informed;  for  we  have  pointed  out  that  the  money  deposited  is 
not  in  banking  language  called  a  "  deposit ; "  it  is  an  "  asset;"  the 
"deposit "is  the  credit  created  in  exchange  for  it;  bntwhena 
banker  discounts  a  bill  by  creating  a  Credit,  or  liability,  that 
Credit  is  equ^y  called  a  "  deposit."  Bankers,  therefore,  do  not 
make  advances  out  of  their  "deposits;"  bnt  they  make  advances 
by  creating  deposits,  or  credits.  Surely  we  may  marvel  that  such 
extraordinary  ignorance  of  the  mechanism  of  banking  sbotild  pass 
unchallenged  by  the  Committee,  who  counted  more  than  one 
banker  among  its  members.  At  all  events,  we  may  cease  to 
wonder  at  the  futiJe  nature  of  Parliamentary  inquiries  into  banking, 
when  those  who  conduct  them  display  such  ignorance  of  the  facts 
of  what  they  are  inquiring  about  as  would  make  them  the  laughing 
stock  of  any  bank  derk. 

Equally  ill  informed  also  was  Mill  as  to  the  very  routine  business 


tzsd  by  Google 


i  39.]      LEGAL  DOUBTS  AS  TO  BAKKING.       509 

of  banking;  for  in  the  early  editions  of  his  Political  Eamomy,  he 
has  this  note  in  his  chapter  on  the  BegvlaHon  of  Ourreruy,  Book 
III.,  ch.  34,  §  S. — "  It  wonld  not  be  to  the  purpose  to  aay,  bj  way 
of  objection,  that  the  obstacle  may  be  evaded  by  grantiiig  the 
increased  advance  in  book  credits,  to  be  drawn  against  by  cheques, 
without  the  aid  of  bank  notes.  This  is,  indeed,  possible,  as  Mr. 
Fnllarton  has  remarked,  and  as  I  have  myself  said  in  a  fonner 
ch^ter.  But  this  aubeHtule/or  lank  nol$  aarency  certainly  ha*  not 
yet  been  organisad;  (.'  /)  and  the  law  having  clearly  manifested  its 
intention  that  in  the  case,  supposed,  increased  OrediU  should  not  be 
granted,  it  ia  yet  a  problem  whether  the  law  wonld  not  reach  what 
might  le  regarded  (W  an  evaeion  of  its  proMbilietts,  or  •  whether 
deference  to  the  law  would  not  produce  (as  it  has  hitherto  done !) 
on  the  part  of  banking  establishments,  conformity  to  its  spirit  and 
purpose,  as  well  as  to  its  mere  letter." 

Now  what  Mill  in  this  extract  said  has  never  yet  been  organised 
happens  to  be  the  precise  thing  in  which  "banking"  consists! 
It  is  right  to  add  that  in  the  later  editions  of  his  work  this  para- 
graph has  been  omitted. 

But  though  Mill  shewed  bis  ignorance  of  the  existing  facts  in 
this  case,  his  admission  is  raltiable  that  this  practice  is  a  direct 
violation  of  the  spirit  and  purpose  of  the  Bank  Act ;  but  whether 
it  is  not  also  a  direct  violation  of  its  letter  is  very  serioosly 
doubt^l. 

All  banking  advances,  then,  are  made  by  creating  Credit  or 
Deposits;  and  whether  this  Credit  is  transferred  fh>m  one  person 
to  another,  by  means  of  Bank  Notes,  or  Cheques,  in  no  way  affects 
its  nature  or  it  quantity.  And  it  is  this  very  thing  which  is 
already  creating  so  mnch  alarm  in  the  minds  of  many  persons 
when  they  see  the  huge  mass  of  deposits,  or  Banking  Credits, 
reared  np  by  the  London  Banks,  on  so  slender  a  basis  of  bnUion ; 
for  these  Deposits  are  in  reality  neither  more  nor  less  than  so  many 
Bank  Notes  in  disguise. 

Now  when  a  banker  creates  a  Credit  in  his  customer's  favour, 
either  in  exchange  for  money,  or  bills,  or  any  other  security,  by  the 
fundamental  contract  between  banker  and  customer  he  engages  to 
pay  this  Credit  to  his  customer,  or  to  any  one  else  to  lohom  hie 
customer  may  aseign  it:  and  in  token  of  this  he  delivers  to  his 
customer  a  Ixmk  containing  blank  slips  payable  to  bearer  on 
demand,  or  to  order  on  demand,  called  in  modem  commercial 
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langfoage  Cheques.  The  veiy  essence  and  bnajness  of  banking 
oonsists  in  "  making  engagemeats  to  paj  money  payable  to  bearer 
on  demand."  It  may  be  said,  indeed,  that  a  bank^  is  not  a  party 
to  the  cheque :  true,  his  name  is  not  on  the  &ce  of  the  itutaimient, 
as  an  obligor ;  hot  he  is  hma  fide,  and,  in  reality,  a  party  to  it  bo 
long  as  he  has  fonds  to  meet  it :  for  it  is  a  legal  liability  of  his  to 
jHiy  his  cnstomer,  or  any  one  his  customer  may  assign  it  to ;  and 
by  the  rery  fact  of  his  creating  the  Credit,  be  anthoriaee  his 
cnstomer  to  pnt  it  into  dicolation.  So  long  as  his  customer  does 
Dot  exceed  the  amount  at  the  credit  of  his  account,  the  banker  is 
legally  a  sleejnng  party  to  the  cheque. 

Kow,  suppose  that  two  men  agree  to  assail  a  traveller;  one  of 
them  points  a  loaded  pistol  at  the  traveller's  head,  the  other  polls 
the  trigger :  both  are  equally  guilty  of  the  murder.  Suppose 
one  man  lighte  a  matob  and  ^vea  it  to  another  man,  and  tells 
him  to  set  the  house  on  fire,  both  are  equally  guilty  of  the  araon. 

The  very  same  ai^^umentapphes  to  the  ordinary  pontine  business 
of  banker  and  customer.  The  law  distinctly  says  that  no  banker 
"  shall  make  any  ei^agement  to  pay  money  payable  to  bearer  oti 
demand."  Bnt  the  ordinary  rontine  businesa  of  a  banker  to 
create  a  credit  in  favonr  of  his  customer  which  he  expressly 
authorises  hie  customer  to  make  payable  to  bearer  on  demand, 
and  to  put  it  into  circulation.  Now  what  is  this  tranaactioa  but  a 
clear  conspiracy  between  the  banker  and  the  customer  to  violate 
the  express  words  of  the  Bank  Charter  Act  of  1844?  The  banker 
creates  the  engagement,  and  the  customer  pnt£  it  into  circulation. 
The  banker  loads  and  points  the  pistol  at  the  Bank  Act,  and  the 
customer  pulls  the  trigger :  or  the  banker  hghts  the  matoh  and 
delivers  it  to  the  customer  who  conscmes  the  Act.  How  is  this 
transaction  one  whit  less  a  conspiracy  in  law  than  in  the  case  of 
the  murder  or  the  arson  ? 

Of  course,  the  whole  difficulty  has  been  created  by  the  gross 
ignorance  of  those  who  drew  the  Act  of  the  rontine  bosiness  of 
banking:  but  that  is  no  business  of  ours.  There  stand  the 
distinct  words  of  the  Law;  and  there  are  the  actual  facts  of 
banking ;  and  it  is  not  possible  for  the  wit  of  man  to  reconcile 
them. 

40.  The  subject  cannot  fail,  we  think,  very  soon  to  engage  the 
attention  of  the  Courts  of  Law  and  the  Legislature,  for  very 
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recently  &  new  inatitatjoti  hoB  been  fonnded  which  is  a  still  bolder 
contravention,  not  oalj  of  the  Bank  Charter  Act  of  1844,  but  of 
ali  oar  monetary  legiBlation  for  the  last  hundred  yeais,  with  a 
certain  exception. 

This  Bank  is  called  the  Cheque  Baitk,  and  we  will  first  describe 
its  method  of  bosineas,  and  then  compare  it  with  the  easting 
monetary  Laws. 

It  receives  Kon^  only,  and  in  exchai^  for  this  money  it  issnes 
an  exactly  eqnal  amonnt  of  cheques  payable  to  order,  and  crossed 
with  the  woi^ "  &  Co." 

Thus,  SDppose  a  person  pays  in  £50;  it  will  give  him  a  book 
containing  ten  cheques  payable  to  order  and  crossed,  and  perforated 
with  the  mark  not  exceeding  £5.  The  cosComer  may,  of  course, 
fill  up  the  cheque  with  £5,  or  any  less  snm ;  but  not  with  any 
greater  sum :  and  supposing  that  any  balance  remains  after  the 
customer  has  exbattsted  the  10  cbeqoes,  the  bank  will  give  him 
cheqnes  to  the  amount  of  the  balance. 

As  the  cheques  are  crossed,  it  pays  no  money  over  the  counter, 
but  all  its  cheques  most  pass  through  the  hands  of  a  banker,  and 
are  only  payable  tx>  a  banker.  Bat  though  the  Bank  itself  only 
pays  them  to  a  banker,  any  banker  or  other  person  may  give  cash 
for  them  jnst  in  the  same  way  as  for  an  ordinary  cheque,  and  in 
the  first  year  of  its  existence  it  has  already  established  relations 
with  about  1,500  home,  foreign,  and  colonial  banks,  which  will  cash 
its  cheques. 

The  plan  adopted  by  this  Bank  obviates  an  objection  to  which 
ordinary  cheqnes  are  hable :  when  a  customer  places  money  with 
an  ordinary  banker,  the  banket  gives  him  a  cheque  book,  but 
there  is  no  security  that  the  customer  may  not  draw  cheques  in 
excess  of  the  credit  he  has  in  the  Bank :  consequently,  no  one  wlio 
takes  an  ordinary  cheque  has  any  guarantee  that  the  drawer  has 
any  funds  to  meet  it.  But  this  cannot  happen  with  the  cheqnes 
of  the  Cheque  Bank.  Tliey  are  not  issued  except  in  exchange  for 
money:  and  any  one  who  takes  one  of  them  is  positively  assured 
that  it  will  be  paid.  These  cheques,  therefore,  have  all  the  actual 
security  of  cash.  They  are  intended  by  the  promoters  of  the  bank 
to  be  received  as  a  substitute  for  cashj  and  already  several 
Railway  and  other  companies  have  agreed  to  receive  them  as  cash. 
The  Directors  also  propose  to  supersede  Post  OfBce  Orders ;  and 
there  can  be  no  doubt  that  they  are  far  more  convenient  and 
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cheaper  than  Post  OfBce  Orders.  As  the  Directors  take  care  to 
iBBae  no  more  cheqnes  than  money  paid  in,  they  pnbUclj  annonnce 
that  none  of  their  cheqneB  will  ever  be  refuBed,  howoyer  long  it 
may  remain  in  circnlation.  These  cheqnes  are,  therefore,  in  reality, 
croeeed  Bank  Notes. 

Now  we  do  not  intend  for  one  moment  to  qnestion  the  merit, 
the  ingennity,  and  the  utility  of  this  bank.  But  the  qnestion 
is — How  does  it  consist  with  the  whole  of  onr  monetary  legislatioa 
for  the  last  hundred  years,  as  well  as  with  the  Bank  Act  of  ISM  ? 
Abont  one  hundred  years  ago  many  parU  of  the  conntry  were 
deluged  with  silver  notes  for  5b.  and  10s.,  and  even  less:  they 
^ere  found  such  an  intolerable  nuisance  that  an  Act  was  passed  in 
1775  to  prohibit  all  notes  under  208.;  and  in  1777  anottier  Act 
was  passed,  prohibiting  all  notes  under  £5.  And,  with  the 
exception  of  the  period  between  1797  and  1829,  it  has  been  ths 
inflexible  determination  of  the  Legislature  to  prohibit  any  banking 
obUgations  payable  to  bearer  on  demand,  for  less  than  £b,  from 
being  issued  and  circulated.  And  since  the  Bank  Act  of  1844, 
eren  tliis  right  has  been  restricted  to  those  bankers  who  were  in 
existenoe  at  that  period.  No  new  banks  may  issue  obligations 
payable  to  bearer  on  demand.  It  was  even  for  a  long  time  illegal 
to  draw  cheques  for  lees  than  £5,  though  that  restriction  is  now 
removed.  It  is  perfectly  well  known  that  coin  cannot  circulate 
along  with  paper  of  the  same  denomination ;  consequently,  for  a 
hundred  years  it  has  been  the  settled  purpose  of  Parliament  that 
no  paper  shall  come  into  competition  with  the  coin  of  the 
realm. 

Now  the  Cheque  Bank  puWiely  guarantees  the  payment  of  all 
ite  cheqnes.  It  is,  therefore,  avowedly  a  party  to  them.  What, 
then,  prevents  them,  or  is  supposed  to  prevent  them  tram  being 
an  express  violation  of  the  words  of  the  Bank  Charter  Act  ? — 

1st.  It  is  said  that  they  are  issued  payable  to  order  on  demand, 
and  not  to  bearer  on  demand. 

Now,  this  cannot  save  them  from  the  penalties  of  the  Act, 
because  as  soon  as  the  payee  has  indorsed  them,  they  become 
payable  to  bearer  on  demand ;  and,  conseqnently,  the  bank  is  a 
party  to  an  obhgation  payable  to  bearer  on  demand  contrary  to  the 
express  words  of  the  Act. 

This  subtlety,  therefore,  will  not  hold  water  for  an  instant. 

2nd.    But  tjiere  is  a  second  one.    The  cheques  are  croated,  and. 
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therefore,  they  are  not  literallj  payable  oyer  the  counter  to  bearer 
OQ  demand;  bat  onlj  to  the  bearer's  banker,  or  agent,  on 
demand- 
Now  this  is  the  sole  subtlety  which  is  supposed  to  save  these 
ioBtnimente  from  being  a  direct  violation  of  the  Bank  Act. 
They  arc  distinctly  Bank  Notes — but  they  are  crossed  Bank  Notes, 
and,  therefore,  are  supposed  to  evade,  by  &e  skiu  of  their  teeth, 
the  precise  words  of  Uie  Act.  Now  it  is  a  well  known  maxim  of 
law,  that  no  one  shall  do  indirectly  what  the  law  forbids  to  be 
done  directly.  Now  the  Law  most  expressly  forbids  any  banking 
obligations  payable  to  hearer  on  demand  to  be  issued ;  and  it  is 
supposed  that  it  will  allow  its  solemn  purpose  to  be  set  aside  by  the 
flimsy  dodge  of  making  the  obUgationa  payable  to  bearer's  agent 
ou  demand ! 

Now  whether  a  Court  of  Law  conld,  t^  any  possibihty,  hold 
that  these'  ingeniooe  gentlemen  have  succeeded  in  evading  the 
precise  lelia-  of  the  Law,  we  shall  say  nothing ;  because  we  little 
doubt  but  that  before  very  long  the  qnestion  wiU  be  formally 
investigated. 

But  there  can  be  no  possible  doubt  that  these  instmmente, 
these  crossed  Bank  Notes,  are  an  utter  and  complete  violation  of 
the  manifest  purpose  and  intention,  not  only  of  the  Bank  Charter 
Act,  but  of  all  our  monetary  legislation  for  the  last  century. 
For  what  is  easier  than  for  the  Bank  and  its  customers  to  agree  to 
make  these  Cheques  for  £1,  and  put  them  into  circulation? 
Then  we  have  at  once  £1  Bank  Notes.  So  also  the  cheques  for 
lOs.  and  5s.  are  the  old  silver  notes  back  again.  If  the  Cheque 
Bank  may  do  this  with  impunity,  why  may  not  eveiy  other  b^k 
in  the  kingdom  do  the  same? 

The  Cheque  Bank  professes,  for  the  present  at  least,  to  issue  its 
cheques  only  In  exchange  for  cash.  But  if  it  does  so  in  exchange 
for  cash,  what  is  there  to  prevent  them  irom  issuing  them  iu 
exchange  for  bills  and  other  securities?  And  why  should  not 
every  other  Bank  do  precisely  the  same  thing,  if  the  Cheque 
Bank  may  ?  If  the  crossing  is  soiGcient  to  save  them  from  Uie 
penalties  of  the  Act,  they  may  equally  be  issued  in  exchange  for 
bills  and  other  securities. 

No  bank  discounts  a  bill,  or  creates  a  credit  in  favonr  of  a 
customer,  unless  it  believes  its  advance  secured.  And  if  it  creates 
a  credit  iu  his  Eavoot  which  he  may  the  very  next  instant  demand 
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paymeat  of  in  cash,  it  ma;  jnst  as  well  give  him  tbeee  crossed 
Bank  Xotea,  vbich  will  probably  remain  some  tjme  in  circolatioD. 
There  is  nothing  wanting  but  that  the  banker  and  the  cnatomer 
shotild  agree  to  draw  these  cheqnea  for  even  sums  such  ae 
£5  and  £1,  or  any  others,  and  we  have  at  once  the  power 
of  nnlimited  iaanes  of  Bank  Notes  restored  to  the  banks. 

Now  if  it  should  be  found  that  the  ingennity  of  these  gentlemen 
has  been  eaccessfol,  they  will  have  completely  picked  the  lock  of 
the  Bank  Charter  Act,  and  opened  the  floodgates  to  innndale 
the  Goantry  with  bonndless  quantities  of  paper  money,  which 
it  has  been  the  settled  purpose  of  the  Legislature  to  sapprees. 

The  directors  of  the  Imk,  to  do  them  justice,  make  no  secret 
of  their  intentious;  they  intend  to  revolutionise  the  banking 
system  of  the  country,  and  they  will  assuredly  do  it,  if  their 
I  experiment  is  allowed  to  proceed.  For  this  bank  is  the  germ  of  a 
system  which  will  reduce  all  onr  monetary  laws  and  Bank  Charter 
Acts  to  waste  paper. 

After  the  passing  of  the  Bank  Act  of  1844,  a  custom  sprang 
up  in  some  of  the  Midland  Counties  of  customers  drawing  cheques 
on  their  banker^,  which  the  banker  accepted.  These,  of  course, 
were  simply  Bank  Notes:  and  a  clause  was  inserted  in  the  Stamp 
Act  of  1854  to  preclude  such  proceedings. 

Thns  the  Legislature  has  manifested  its  fixed  detenninatioa  to 
suppress  banking  obligations  payable  to  bearer  on  demand ;  and 
when  certain  parties  had  discovered  what  they  tliought  a  loop-hole 
in  the  Act,  Parliament  immediately  took  care  to  stop  it  up.  Now 
is  it  likely  that  when  the  Law  Officers  of  the  Crown  and  the 
Chancellor  of  the  Exchequer  are  folly  aware  of  the  inevitable 
consequences  which  will  sooner  or  later  follow  from  the  operadons 
of  this  bank,  they  will  suffer  it  to  exist?  Cheque  Bank  cheques 
are  nothing  more  than  accepted  cheques,  which  have  already  been 
put  down  by  law.  The  express  purpose  of  Parliament  is  to 
suppress  unlimited  issues  of  circnlatii^  Banking  Credit,  and  is  it 
likely  that  they  will  permit  their  fixed  determination  to  be  set  at 
nought  by  the  paltry  quibble  that  these  Bank  Notes  are  not 
payable  to  bearer  on  demand,  but  to  bearer's  agent  on  demand  ? 
The  ingenious  gentlemen  who  devised  the  Cheque  Bank 
have  laid  a  cockatrice's  egg,  which,  if  suffered  to  come  to 
maturity,  will  inevitebly  devour  the  Bank  Charter  AcL 
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41.  This  circumstance  will,  no  donbt,  tend  to  accelerate,  what 
statesmen  of  all  parties  are  so  KiuioiiB  to  avoid,  a  thoroagh  and 
searching  ioTeetigation  into  the  whole  of  oar  Banking  ajstem. 
But,  however  they  may  strive  to  stave  it  off,  such  an  inquiiy  will 
inevitably  come.  For  each  sncceeding  crisis  will  be  more  severe 
than  its  predecessor.  In  1847,  the  first  crisis  after  the  Act  of 
1844,  the  Credit  system  was  comparatively  small ;  it  had  greatly 
increased  in  1857,  and  the  crisis  was  more  severe ;  in  1866  it  had 
greatly  increased,  and  the  crisis  was  iar  more  terrible ;  and  eo  it 
will  be  in  fotnre.  Eveiy  year  the  system  of  Credit  is  attaining 
more  colossal  dimensions,  and,  like  a  huge  oclopuB,  it  now  graspe . 
all  classes  and  almost  all  persons  in  ite  embrace.  And,  like  the 
throes  of  Enceladns,  it  will  periodically  convntse  the  world,  nntal 
it  is  settled  on  true  sciwtific  principles. 

That  this  work  is  sobversive  of  the  dominant  opinions  of  tiie 
day  is  trae.  Bnt,  as  the  great  Attic  Tragedian  says — "  Ideas  have 
more  power  than  the  force  of  arms."  Ideas  are  no  respecters  of 
persons :  they  will  sap  the  power  of  rank,  of  wealth,  of  nombers, 
of  anthority.  This  work  restores  the  great  line  of  orthodox 
opinion  so  mdely  broken  of  recent  years.  It  is  the  lineal 
representative  of  the  ideas  of  Bubee,  of  Kino,  of  Thornton,  of 
HOBNEB,  of  HUBKISBON,  of  the  BULLION  REPORT,  and  of  the 
Fbahers  of  the  Act  of  1819.  It  adopts  and  explains  their 
principles  so  far  as  they  went,  and  completes  theit  Theoiy  in  the 
point  in  which  it  was  defective ;  and  the  method  of  giving  effect 
to  their  doctrines,  namely,  by  adjusting  the  Bate  of  Discount  by 
the  state  of  the  Foreign  Exchanges  and  the  state  of  the  Bnllion, 
which  we  first  developed  in  1856,  is  now  universally  admitted  to 
be  the  true  method,  and  adopted  by  every  Bank  in  the  world. 
The  ideas  and  the  doctrines. of  the  men  who  infinenced  Peel 
in  framing  bis  Bank  Act  are  now  completely  discredited 
and  effete,  and  they  want  nothing  bnt  an  examination  by 
competent  judicial  anthority,  to  be  utterly  condemned  and 
exploded. 

42.  There  are,  in  truth,  laws  of  nature  in  the  industrial  world, 
as  well  as  in  the  physical  world ;  and  a  systematic  attempt  to 
violate  them  tenuinatea  in  disaster,  as  surely  and  as  certainly  as  a 
^stematic  disregard  of  the  laws  of  nature  in  the  physical  world. 
It  may  be  a  long  time  before  the  mischief  is  developed,  nay,  for  a 
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GOOBiderable  time  the  reenlts  may  appear  to  be  beaefidal ;  but 
in  the  long  mn  the  faulty  priaciple  is  Bore  to  prodoce  its 
froitB — 

Barn  snteoedentem  Bceleatnm 

DeBernit  pede  pcenft  elando. 

Now  the  great  law  of  aatore  in  the  indnstrial  vorld  is  Fkbb 
Teaoe.  There  is  nothing  more  certain  in  all  the  range  of 
Bcienoe,  than  that  excIuBive  privileges  in  commerce  are  great 
violations  of  natural  right.  Trading  monopolies  are  moral 
crimes.  When  Parliament  sold  to  the  Bank  of  England  the 
exclnsire  monopoly  of  banking,  it  sold  what  it  had  no  bight 
TO  BELL.  It  had  no  more  right  to  sell  to  one  body  of  persone 
the  right  of  carrying  on  the  business  of  banking  than  it  had  to 
Bell  a  monopoly  of  the  business  of  bookselling,  or  leatjier  dress- 
ing, or  any  other  trade  vhatfiver.  This  monopoly  was  as 
unjnat  and  oe  pemidoiiB  as  any  of  those  which  the  Commons 
of  EUzabetb  and  James  I.  had  rebelled  against.  For  a  consider- 
able period  everything  seemed  to  go  well.  The  Bank  of 
England  rendered  nnquestionable  serrices  to  the  State — so 
might  any  o^er  trading  corporation  in  its  line — and  any  other 
corporation  might  have  done  the  same,  if  they  had  been  per- 
mitted. Bnt,  nevertheless,  the  principle  of  the  monopoly  was 
utterly  vicions;  and  Time,  the  avenger,  brought  retribotion 
»t  last.  Injustice  slumbers  long,  bnt  it  is  sure  to  have  its 
revenge  at  last.  When  in  the  natural  course  of  events,  the  com- 
merce and  wealth,  and  increasing  spirit  of  enterprise,  demanded 
an  increased  currency,  and,  save  for  this  monopoly,  powerftil  and 
wealthy  companies  would  have  been  formed  in  the  metropolis 
with  ramifications  all  over  the  oountiy,  these  nnjnstafiable  pri- 
vileges of  the  Bank  prevented  them.  The  Bank  wonld  neither 
supply  this  currency  itself,  nor  permit  any  other  powerfiil  com- 
pany to  do  BO.  The  consequence  was  that  the  duty  of  supplying 
the  necessary  currency  fell  into  the  hands  of  any  grocer,  or  tulor, 
or  cheesemonger  who  chose  to  call  himself  a  bank^.  Their 
power  was  nnlimited.  Then  came  1793;  then  1797;  then  the 
long  series  of  disaBtors  from  1810  to  1810 ;  and  then  1825. 

When,  in  the  course  of  leas  than  thirty-five  years,  men 
had  seen  the  whole  of  England  shaken,  fh»m  end  to  end,  by 
those  tremendous  banking  cataetrophea,  which  seemed  to  be  of 
periodical  recurrence,  they  turned  to  the  example  of  a  country. 
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where,  tiiongh  IJiere  had  been  commercial  difficolties,  there  never 
had  been  any  banking  diBasteis  at  all  comparable  to  those  of 
England.  Many  private  bankers,  it  is  tme,  bad  &iled,  bnt, 
except  the  Ayr  Bank,  np  to  1826  no  joint  stock  bank  had  foiled. 
A  very  strong  and  general  demand,  therefore,  aroee  for  the  Scotch 
sjBtem;  many  persons  thinking  that  becanse  the  Scotch  banks 
were  joiat  stock  banks,  joint  stock  banks  were  all  that  vas 
requisite  to  obtain  vecnrity.  When,  therefore,  the  monopoly  of 
the  Bank  was  partially  broken  np  in  1826,  they  expected  to  enjoy 
similar  prosperity  and  safety  to  what  Scotland  had  done;  and 
when,  after  an  experience  of  fonrteen  years,  they  fonnd  that 
the  joint  stock  banks  were  eqnally  ill  managed,  and  scarcely 
more  secure  than  the  private  banks,  great  and  bitter  disap- 
pointment ensned,  and  joint  stock  banking  became  a  byeword 
of  reproach. 

Bnt,  in  tmth,  the  causes  of  this  are  very  evident.  In  Scotland 
the  growth  of  banking  had  been  extremely  gradual.  The  first 
joint  stock  bank  was  founded  in  1695,  the  second  in  1727,  the 
next  in  1747,  and  except  a  few  country  ones,  no  new  one  of  any 
magnitude  was  founded  till  1810.  The  consequence  was  that  liiey 
gradually  expanded  with  the  increasing  wealth  of  tlie  country; 
they  grew  with  its  growth.  Moreover,  they  correspondingly 
increased  their  capital.  When  the  country  required  additional 
accommodation,  it  was  done  chiefly  by  throwing  out  branches  from 
the  parent  establishments  in  the  capital,  so  that  they  had  all  the 
experience  and  efi^ctive  control  of  the  superior  officers.  At 
present  there  are  bnt  eleven  distinct  establishmenta,  bnt  these  have 
878  branches,  extending  into  every  village  in  the  kingdom.  It  is 
calculated  there  is  a  banking  office  for  every  4,000  people.  These 
are  all  independent  institutions,  depending  upon  their  own  wealth 
and  resources.  Bnt  when  the  terrible  monetary  convulslong  in 
England  caused  a  breach  to  be  made  in  die  monopoly  of  the  Bauk> 
it  was  only  a  partial  one,  a  large  portion  still  remained  and 
exercised  its  deadly  influence.  When  the  new  joint  stock  banks 
were  formed  they  were  merely  local  banks,  all  as  dependent 
on  the  Bank  of  England  as  the  private  banks  had  been.  The 
Bank  maintained  its  exclusive  privileges  within  sixty-five 
miles  of  the  metropolis ;  and  this  was  the  inherent  vice  of  the 
English  system  of  joint  stock  banking.  Instead  of  being  inde- 
pendent Innks,  strong  in  their  own  reaoui'ces,  and  able  of  theic 
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own  Btrength  to  withstand  a  ehoek,  they  were  carried  oa  opon 
the  most  dangerooa  principle  of  re-disconntiug  the  bills  they 
t)oaght,  as  indeed  they  coi^  not  help  doing:  tbos  their  very 
existence  depended  upon  the  Bank  of  England  and  the  London  hill 
brokers. 

To  snppose  that  this  in  any  way  resembled  the  Scotch 
system  wonld  be  a  groes  fallacy ;  the  En^sh  banks  were  for- 
bidden  to  have  establishments  in  the  metropolis,  which,  of  all 
others,  is  the  beet  part  of  the  Scotch  system.  We  have  p<HDted 
ont  elsewhere  that  capital  has  a  tendency  to  accomnlate  in  certain 
districts  of  the  country,  where  there  is  not  sufficient  demand  for 
it,  and  in  others  there  is  a  greater  demand  fat  it  Qian  the  dietriid 
supplies.  Now,  in  the  Englub  system,  the  bankers  in  the  former 
part  of  the  oonntiy  remit  money  b)  London  to  be  held  in  deposit 
for  them,  and  iu  the  latter  the  bankers  renkit  their  bills  to  be 
ro-discounted,  and  have  the  money  remitted.  Now,  this  I^dmate 
operation,  which  is  all  done  by  one  establishment  in  SooUand. 
requires  three  distinct  and  independent  estabMiments  to  do  it 
in  England,  and  has  given  rise  to  that  system  of  re-discoontiDg 
which  is  so  perilous  and  so  objectionable.  But  it  is  the  natural 
result  of  the  morwpoiy  of  the  Bank.  Because,  if  it  had  not  been 
for  that,  these  three  establishments  would  all  have  been  undra' 
one  control  and  management ;  under  the  present  system  they  are 
three  different  and  frequently,  conflicting  interests. 

And  this  great  violation  of  natural  justice  manifested  ite  evil 
consequences  in  many  other  striking  ways.  No  man  of  common 
sense  now  disputes  the  great  principles  laid  down  by  the  Irish 
Committee  of  1804,  the  Bullion  Report  of  1810,  and  the  author* 
of  the  Act  of  1819,  that  the  paper  currency  must  be  governed 
by  the  exchanges.  But  long  after  the  Directors  of  the  Bank  of 
England  had  learnt  this  principle,  and  professed  to  govern  their 
issnes  by  the  exchanges,  they  complained  loudly  and  jusUy 
that  their  efforts  to  contract  their  own  issues  in  an  adverse  ex- 
change were  counteracted  by  the  issues  of  the  country  banks, 
and  that  as  soon  as  they  withdrew  their  paper,  the  vacuum  was 
immediately  filled  up  by ,  conntiy  iasnes.  The  reason  is  very 
manifest.  The  Bank  of  England,  being  situated  at  die  heart  of 
the  exchanges,  felt  the  danger,  and  saw  the  necessity  of  contract- 
ing her  issues ;  the  country  banks,  being  situated  at  a  distance, 
knew  and  cared  nothing  about  the  exchanges;    nay,  they  con- 
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tmnaUy  profesaed  that  tiieir  iBeaes  had  nothing  to  do  with  the 
exchangee,  and,  natorallf,  vhenever  the;  saw  an  opening,  issued 
their  paper. 

Now,  if  it  had  not  been  for  this  iniqaitons  monopoly  of  the 
Bank,  vhat  would  probably  have  been  the  conditioa  of  En^ish 
Banking  at  the  present  daj?  There  would  have  probably  been 
thirty  or  forty  great  banks  in  the  metropolis,  each  as  great  aa 
the  present  Bank  of  England,  with  ramifications  and  branches 
all  over  the  coontry.  It  wonld,  in  tact,  have  been  the  Scotch 
system  on  a  mnch  larger  scale— one  commensnrate  with  the 
greater  magnitude  of  the  country.  It  would  have  been  one 
great  monetary  nervous  system.  If  this  had  been  the  case,  th^ 
wonld  have  been  acted  npon  immediately  by  the  exchanges. 
London  being  the  centre  of  the  exchanges,  any  drain  of  gold 
would  have  caused  immediate  measures  of  counteraction,  which 
would  have  been  propagated  and  enforced  by  the  parent  estab- 
lishment all  over  the  country.  The  tremor  of  lie  exchanges 
would  have  been  instantly  felt  in  every  village  in  the  kingdom. 
Thus,  under  a  natural  system,  any  effect  in  London  wonld  have 
vibrated  through  all  England,  and  no  country  banks  could  possibly 
have  acted  in  opposition  to  the  ones  in  London.  And  this  is  the 
result  to  which  the  banking  system  of  the  country  is  sbwly 
gravitating,  and  which  it  will  ultimately  assume.  And  if  this, 
which  is  the  natural  system,  had  been  allowed  to  grow  up  from 
the  beginning,  we  believe  that  those  great  banking  catastrophes 
never  would  have  occurred.  If  any  crisis  had  occurred,  they 
would  have  stood  by  and  assisted  one  another,  but,  when  any 
shock  did  occur  onder  the  unfortunate  system  which  has  prevailed, 
the  country  banks  have  all  depended  on  the  Bank  of  England  for 
their  very  existence. 

It  is  a  melancholy  reflection  that  these  great  changes 
cannot  take  place  withont  producing  mnch  injury  to  private 
mdividuals.  The  very  obnozions  law  iteelf  gave  birth  to  the 
business  of  a  number  of  persons,  which  the  removal  of  the 
shackles  of  monopoly  must  necessarily  extinguish.  In  1832  the 
banking  witnesses  felt  that  the  establishment  of  jouit  stock 
banks  wonld  be  fotal  to  the  existence  of  many  of  the  private 
bankers,  and  some  went  so  &r  as  to  wish  to  prohibit  them  on 
that  account.  Since  these  43  years  have  passed,  we  have  under- 
gone a   mighty  revolotion  of  opinion  in  oonunercial  matters. 
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The  ideas  of  that  age  are  now  aa  antiquated  and  obsolete  as 
those  of  the  men  before  the  flood.  Then,  the  general  pobiic 
was  snppoeed  to  be  made  for.  the  benefit  of  each  separate  mo- 
nopoly, and  interest,  and  claaa.  But  now  all  thia  is  changed.  It 
was  akin  to  the  great  Ricardian  heresy,  that  cost  of  prodnctioa 
regnlates  value.  Every  interest  which  had  bestowed  labour  and 
expense  in  making  piodactions,  was  allowed  to  hold  the  public 
in  thraldom.  The  value  of  the  law  appeared  to  be  measured  by 
the  quantity  of  labour  bestowed  in  mastering  its  diagnsting 
intricacies  and  technicalities.  Obstinate  pedants  maintained  it 
gravely  as  a  valid  aig;nment  for  upholding  all  the  old  abuses  of 
the  law,  that  great  and  eminent  men  had  bestowed  bo  mnch 
labour  and  unhappy  diligence  in  accumulating  so  mach  legal 
lore.  What,  said  they,  is  the  fruit  of  so  much  ingenuity  to  be 
thrown  awayF  In  fact,  they  determined  upon  loading  the  pabUc 
with  all  sorts  of  oppression,  for  the  sake  of  preserving  a  fictitious 
value  to  so  much  misdirected  industry. 

But  all  these  ideas  are  now  past  and  gone.  They  were 
congenial  to  times  when  education  was  narrowed  to  a  small  and 
select  circle,  and  the  general  public  was  in  a  state  of  helpless 
and  inert  ignorance.  Bnt  they  have  all  been  swept  away  before 
the  advancing  tide  of  public  intelligence.  It  is  now  well  settled 
that  the  commnnity  in  general  is  not  made  for  ^e  benefit  of 
agricnlturists,  or  manufacturers,  or  lawyers,  or  bankers,  or 
any  set  of  men  whatever,  but  they  are  for  the  benefit  of 
the  conntry.  It  is  the  wants  of  the  community  which  must 
give  rise  to  the  value  of  their  occupations ;  and  all  who  eng^e 
in  them  mnst  r^^ard  them  as  purely  commercial  speculations. 
The  wants  and  requirements  of  all  are  not  to  be  restricted  or 
moulded  by  legislation  to  be  aubservient  to  the  advantages  of  a 
few,  but  the  interests  of  particular  classes  must  be  subordinate  to 
the  necessities  of  all. 


CONCLCeiOH  OP  PcBB  Eccwoucs. 

We  now  bring  this  part  of  the  work,  which  we  denominate 
Puke  Economiob,  or  the  Theoet  of  Value,  to  a  conclnsion. 
All  the  subjects  discussed  in  it  are  capable  of  as  strict  mathematical 
demonstration  as  Mechanics.    It  will  not  be  so  in  the  succeeding 
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part,  where  the  cmbjects  disciiBsed  will  be,  to  a  great  eitent, 
matters  of  opinion.  Bnt  men  con  no  more  alter  the  Laws  of 
Valne  than  they  can  alter  the  Laws  of  Mechanics.  They  are 
absolntely  the  same  in  all  ages  and  among  all  men :  and  that  ie 
the  reason  why  Economics  baa  all  the  certainty,  and  all 
the  exactnesB,  thongh  not  the  same  nnmerical  precision,  as  a 
Physical  Science. 

In  the  oonrse  of  this  work  we  have  had  to  differ  from  many 
persona  who  are  considered  as  aathoritiea  on  the  enbject.  But  if 
we  had  not  perceived  what  we  felt  to  be  great  errorB  in  their 
writings,  there  wonld  have  been  no  need  of  attempting  it.  But 
we  have  not  gode  beyond  that  freedom  of  discussion  which 
is  the  very  lifeblood  of  knowledge.  The  same  evil  which  infected 
the  progress  of  every  other  branch  of  Philosophy,  injnrioa^y 
affects  Economics  at  the  present  day — ^running  after  auikoriites — 
qnoting  anthorities  on  one  side  or  the  other,  without  ever 
investigating  or  reflectii^  whether  what  these  so-called  anthori- 
ties  say  is  tme ;  in  many  cases  withont  sofBcient  knowledge  of  the 
subject  to  decide.  In  matters  of  taste  authorities  are  mncb — in 
matters  of  science  anthorities  are  Nothino.  We  acknowledge  no 
authority.  We  are  ready  to  pay  every  proper  respect  to  Smith, 
Bicardo,  Mill,  or  any  one  else.  But  just  as  Astronomy  is  greater 
than  Hipparchns,  than  Ptolemy,  than  Copemicns,  than  Eepler, 
even  greater  than  Newton  himself;  so  Economics  is  greater  than 
Qneenay,  than  Toigot,  than  Smith,  than  Ricardo,  or  than  Mill. 
We  refiise  to  be  bound  by  what  Smith,  or  any  one,  says,  unless  it 
is  tme.  We  have  not  been  deterred  &om  exerci^ng  the  same  ftee 
and  bonndless  right  of  examining  and  discuEging  what  preceding 
writers  have  said,  whatever  be  their  repntation,  any  more  than 
succeeding  philosophers  have  done  with  respect  to  Newton.  They 
examine,  discnfis,  and  reject  whatever  is  unaonnd  in  Newton  with 
nnlimited  Ireedom.  They  only  accept  what  they  know  and  feel  to 
be  irresistibly  true,  according  to  an  acknowledged  standard  of 
tmth.  They  do  not  receive  it  hecause  Newton  says  it,  but  because 
it  is  tme.  We  do  the  same.  We  have  endeavoured  rigidly  to 
adhere  to  the  same  method.  They  educe  their  general  rules  ftom 
the  accurate  examination  and  description  of  phenomena;  we 
endeavour  to  educe  general  principles  fiom  the  accurate 
observation  and  descriptiion  of  Economical  phenomena:  and  we 
adopt  precisely  the  same  great  general  principles  of  reasoning 
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that  tiiey  do.  It  1b  the  Baconiao  metiiod :  Uie  only  method  of 
discoTerii^  and  erecting  a  solid  edifice  of  sdence.  There  nerer 
was  a  greater  error  than  that  of  the  poet— 

"  Tis  not  in  thinga  o'er  thonght  to  domineer." 
On  the  contrary  it  is  the  very  eesaice  of  science  to  idealise  reality. 
All  pn^rees  Id  science  has  been  achieved  by  careftiBy  flttmg 
lai^nage  to  the  &cte  of  natnre.  The  express,  pnrpose  ot  this 
work  is  to  sweep  avay  anthority  and  dogmatism,  predsely  as 
Galileo  and  modJem  physical  philoeophen  hare  swept  avay  &.e 
Aristotelian  dogmatism  on  Mechanics  and  Astronomy.  Elxcept  in 
those  abetrcse  mysteries  of  natnre  which  tax  transcend  the  limits 
of  the  capacity  of  the  great  majority  of  mankind  to  discover,  or 
even  to  comprehend,  there  is  no  nobler  field  open  at  the  present 
day  for  the  extension  of  scientific  research  than  Econoniics.  Bnt 
it  mn^  be  done  in  the  rigid  method  of  the  Baconiao  system :  no 
other  can  lead  to  solid  and  durable  snccess.  The  army  <f  Baotxt 
has  gone  forth  conquering  and  to  conquer,  and  most  never  panse 
in  its  victorious  career,  until  nniversal  science  is  brought  und^  the 
dominion  of  the  Uonarch  of  Philosophy. 


END  OF  TVRE  ECONOUIOB. 


_  Pdnter.  ji,  Chuich  Sin*!,  London.  S.E. 
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